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CRITICAL  HEALTH  FUNDING  ISSUES 


TUESDAY,  MARCH  13,  1990 

House  of  Representatives, 
Task  Force  on  Human  Resources, 

Committee  on  the  Budget, 

Washington,  DC. 

The  Task  Force  met,  pursuant  to  notice,  at  1:05  p.m.,  in  room 
210,  Cannon  House  Office  Building,  Hon.  Barbara  Boxer,  chairman 
of  the  Task  Force,  presiding. 

Mrs.  Boxer.  Good  morning  everyone.  I  want  to  welcome  you  all 
to  the  Human  Resources  Task  Force  of  the  Budget  Committee.  We 
started  this  morning  at  9  a.m.,  and  we  zeroed  in  on  the  problem  of 
pediatric  AIDS.  It  was  a  very  moving  hearing  for  us.  We  had  Eliza- 
beth Glaser,  president  of  the  Pediatric  AIDS  Foundation  and  her 
husband,  Paul,  who  experienced  the  loss  of  a  child.  Mrs.  Glaser  had 
gotten  the  AIDS  virus  through  a  transfusion,  did  not  know  it,  and 
the  virus  was  passed  to  the  child  via  breast  milk.  It  was  a  very  in- 
credible hearing  this  morning.  As  we  focus  on  that  issue,  we  know 
what  we  need  to  do.  In  the  case  of  pediatric  AIDS,  it  is  not  so  much 
large  sums  of  money  that  we  believe  are  necessary  but  more  a  co- 
ordinated approach  to  servicing  those  families. 

We  are  ready  now  this  afternoon  to  look  at  critical  health  fund- 
ing issues.  In  our  first  panel  covering  a  very  important  issue,  bio- 
medical research,  we  have  Dr.  John  Sherman,  executive  vdce  presi- 
dent. Association  of  American  Medical  Colleges;  Dr.  Fred  Becker, 
vice  president  for  research  at  the  University  of  Texas  M.D.  Ander- 
son Cancer  Center;  Dr.  Sheldon  Wolff,  Endicott  professor  of  medi- 
cine and  chairman,  Department  of  Medicine,  Tufts  University;  and 
Mrs.  Helene  Brown,  director  of  Community  Applications,  Jonssen 
Comprehensive  Cancer  Center  at  UCLA. 

Mr.  Becker,  Mr.  Durbin  has  asked  that  we  hold  off  on  your  testi- 
mony until  he  is  here,  so  we  will  go  a  little  bit  out  of  order  so  that 
you  can  make  your  statement  when  Mr.  Durbin  is  here  with  us. 

I  would  just  like  to  say,  after  which  I  will  turn  to  my  colleague, 
Mr.  Goodling,  that  I  am  most  appreciative  to  those  of  you  who  have 
come  out  here  today.  As  you  know,  the  Budget  Committee  is  the 
first  stop  of  the  President's  budget,  and  for  many  of  us  who  care 
about  health  care,  be  it  prevention,  treatment  or  research,  we  are 
concerned  that  our  country  just  is  not  doing  enough. 

These  hearings  are  very  important  because  we  are  not  experts. 
You  are  the  experts,  and  you  can  tell  it  like  it  is.  So  with  you  out 
there  and  those  of  us  up  here,  we  can  enter  into  a  dialog  and  we 
can  see  exactly  what  this  President's  budget  means,  where  it  is  suf- 
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ficient,  where  it  is  lacking,  and  what  your  advice  is  to  us  as  a 
Budget  Committee. 

At  this  time  I  would  ask  Mr.  Goodling  if  he  has  any  opening 
comments. 

Mr.  GooDUNG.  Yes;  very  briefly,  Madam  Chairman,  I,  too,  want 
to  welcome  you  here  this  afternoon.  We  have  the  awesome  respon- 
sibility on  the  Budget  Committee  to  set  priorities.  Hopefully,  we 
are  building  the  only  budget  that  counts,  which  is  the  one  that 
comes  from  the  Congress  of  the  United  States.  So  your  input  will 
certainly  help  us. 

We  have  been  fortunate  in  that  the  last  couple  of  years  on  the 
Budget  Committee  when  we  reached  the  end  of  the  process  and 
there  appeared  to  be  some  money  to  grab  in  the  areas  of  education 
and  health,  we  were  able  to  do  more  grabbing  than  anybody  else  on 
the  Committee.  I  would  hope  we  will  be  able  to  continue  to  do  that 
extra  grabbing  when  we  get  to  the  end  of  the  process  again  this 
year. 

Mrs.  Boxer.  Thank  you  very  much,  Mr.  Goodling. 

I  am  going  to  ask  the  witnesses  to  please  summarize  their  testi- 
mony in  5  minutes,  after  which  the  red  light  will  go  on.  So  if  you 
get  hit  with  the  red  light,  if  you  could  just  sum  up  in  a  minute  or 
so  we  would  really  appreciate  it.  We  are  pressed  for  time  and  there 
are  so  many  of  you  today. 

I  would  ask  also  that  my  statement  be  made  part  of  the  record. 

[The  opening  statement  of  Mrs.  Boxer  may  be  found  at  end  of 
hearing.] 

Mrs.  Boxer  Dr.  Sherman,  would  you  begin. 

STATEMENT  OF  JOHN  F.  SHERMAN,  Ph.D.,  EXECUTIVE  VICE 
PRESIDENT,  ASSOCIATION  OF  AMERICAN  MEDICAL  COLLEGES, 
AND  CHAIR,  STEERING  COMMITTEE,  AD  HOC  GROUP  FOR  MEDI- 
CAL RESEARCH  FUNDING 

Mr.  Sherman.  Thank  you.  Madam  Chairwoman.  I  speak  today  as 
a  representative  of  the  Association  of  American  Medical  Colleges, 
where  about  50  plus  percent  of  biomedical  research  supported  by 
the  Federal  Government  is  conducted. 

Mrs.  Boxer.  May  I  ask  you  to  pull  the  microphone  closer  to  you? 
Thank  you. 

Mr.  Sherman.  Is  that  better? 

Mrs.  Boxer.  Yes. 

Mr.  Sherman.  Fine. 

I  represent  the  Association  of  American  Medical  Colleges  where 
over  50  percent  of  the  biomedical  research  conducted  on  behalf  of 
the  Federal  Government  takes  place  and  also  as  Chair  of  the  Steer- 
ing Committee  of  the  Ad  Hoc  Group  for  Medical  Research  Funding, 
a  combine  of  something  on  the  order  of  140  or  150  voluntary  health 
organizations,  professional  societies  and  institutional  representa- 
tives interested  in  the  programs  of  the  National  Institutes  of 
Health  and  the  Alcohol,  Drug  Abuse  and  Mental  Health  Adminis- 
tration. 

We  are  most  appreciative  of  this  opportunity  to  speak  to  you  and 
to  the  Members  of  the  committee  this  afternoon.  I  also  have  a 
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statement  for  the  record  that  I  would  like  to  submit  and  will  sum- 
marize that  in  my  remarks  which  follow. 
Mrs,  Boxer.  So  ordered. 

Mr.  Sherman.  I  would  like  to  open  my  comments,  Madam  Chair- 
woman, with  a  quote  that  will  be  featured  in  the  ad  hoc  group  bro- 
chure which  will  be  printed  and  distributed  very  shortly,  that 
quote  being  from  Senator  Hubert  Humphrey  which  will  be  on  the 
cover  of  our  brochure.  Senator  Humphrey  said,  "The  moral  test  of 
government  is  how  it  treats  those  who  are  in  the  dawn  of  life,  the 
children,  those  who  are  in  the  twilight  of  life,  the  aged,  and  those 
who  are  in  the  shadows  of  life,  the  sick,  the  needy  and  the  handi- 
capped." 

It  is  our  belief  that  the  Congress  has  observed  this  particular  ad- 
monition from  the  very  start  of  these  agencies  and  their  predeces- 
sors, and  we  certainly  wish  to  commend  Congress  for  that. 

It  is  our  growing  concern,  however,  that  the  budget  as  represent- 
ed by  that  submitted  by  the  Administration  this  year  falls  far  short 
of  being  able  to  accomplish  those  laudable  objectives,  in  that  it  does 
not  keep  pace  with  the  challenges  of  disease  nor  the  opportunities 
for  research  to  combat  those  diseases. 

Indeed,  the  Administration's  fiscal  year  1991  request  is  far  below 
the  figures  from  the  National  Institutes  of  Health  representing 
that  which  is  necessary  to  keep  pace  with  inflation,  something  on 
the  order  of  $460  million  more  than  requested  by  the  Administra- 
tion. 

Furthermore,  the  percentage  figures  represented  by  those  recom- 
mendations from  the  budget  are  something  on  the  order  of  1  full 
percentage  point  below  what  appears  to  be  necessary  in  order  to 
satisfy  that  need.  Included  in  this  is  a  failure  to  recognize  the  fact 
that  whatever  projects  are  funded  by  the  NIH  and  also  by  the 
other  agency,  ADAMHA,  should  be  funded  at  the  amounts  recom- 
mended by  the  peer  review  system.  Instead,  the  Administration's 
budget  requires  for  both  agencies  a  substantial  cut. 

The  objective  seems  to  be  laudable;  that  is,  to  support  as  many 
research  projects  as  could  be  done,  but  it  does  that  only  at  the  cost 
of  substantially  reducing  the  recommended  amounts  for  those  re- 
search projects.  We  are  convinced  that  that  is  deleterious  to  the 
Nation  and  to  the  research  effort  for  three  reasons:  First  of  all,  it 
results  in  less  research;  second,  it  impedes  planning  by  the  scien- 
tist, by  the  institution  and  by  the  agencies  receiving  and  awarding 
those  funds;  and  third,  it  erodes  the  peer  review  process. 

These  cuts  are  extended  to  all  types  of  activities  within  the  pur- 
view of  those  two  agencies,  and  a  sizable  amount  would  be  neces- 
sarily added  to  the  Administration's  request  in  order  to  assure  full 
funding  of  all  types  of  activities,  research  projects,  training  activi- 
ties, research  centers  and  the  others  that  form  a  part  of  a  balanced 
research  program. 

The  ad  hoc  group,  on  the  other  hand,  recommends  a  sum  of 
$9,237  million  for  the  NIH  and  a  sum  of  somewhat  over  $1.1  billion 
for  ADAMHA  for  its  research  activities.  We  believe  in  the  context 
of  the  disease  threats  as  well  as  the  opportunities  for  research  that 
these  amounts  are  not  only  supported  but  justified,  and  we  recom- 
mend them  to  you.  Thank  you. 
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[The  prepared  statement  of  Mr.  Sherman  may  be  found  at  end  of 
hearing.] 

Mrs.  Boxer.  Thank  you  so  very  much. 

I  am  going  to  pass  over  Dr.  Becker  while  we  wait  for  Mr.  Durbin 
and  call  on  Dr.  Sheldon  Wolff,  Endicott  Professor  and  chairman, 
Department  of  Medicine,  Tufts  University  School  of  Medicine.  We 
welcome  you  and  ask  you  to  summarize  in  5  minutes. 

STATEMENT  OF  DR.  SHELDON  WOLFF,  ENDICOTT  PROFESSOR 
AND  CHAIRMAN,  DEPARTMENT  OF  MEDICINE,  TUFTS  UNIVER- 
SITY SCHOOL  OF  MEDICINE 

Dr.  Wolff.  Thank  you.  Madam  Chairman  and  Members  of  the 
Task  Force,  for  the  invitation  to  testify.  I  have  prepared  testimony 
but  will  merely  summarize  it  at  this  time. 

At  present,  we  have  greater  research  opportunities  than  at  any 
other  time  in  history.  Despite  that  fact,  as  Dr.  Sherman  has  al- 
ready pointed  out,  research  is  being  woefully  underfunded.  Many 
worthwhile  projects  are  going  unfunded.  This  is  not  only  to  the  dis- 
advantage of  the  American  public  but  places  American  biomedical 
science  in  a  precarious  position  worldwide. 

Biomedical  research  is  an  area  in  which  this  country  has  always 
dominated,  but  I  fear  for  the  future.  It  is  shocking  that  recently 
Japan,  West  Germany  and  France  have  all  exceeded  us  in  their  per 
capita  percent  of  gross  national  product  spent  on  medical  research. 

Over  the  past  decade,  some  critics  have  stated  that  the  NIH 
budget  appears  to  have  fared  better  than  some  other  federally 
funded  programs.  However,  I  believe  that  is  not  the  case.  During 
the  past  2  years  we  have  spent  more  money  on  R&D  in  the  Depart- 
ment of  Defense  than  we  have  spent  on  NIH  throughout  its  entire 
history.  In  constant  dollars  from  1982  to  1991,  the  NIH  budget  has 
increased  by  $1.3  billion,  which  reflects  a  3.6  percent  increase  per 
year  over  the  10-year  period,  hardly  a  significant  increase  consider- 
ing the  incredible  opportunities  that  we  now  have  in  biomedical  re- 
search. 

In  1990  it  is  estimated  that  as  a  nation  we  will  spend  more  than 
$600  billion  on  health  care  while  the  NIH  will  spend  less  than  $8 
billion  on  finding  the  causes,  cures,  and  prevention  for  those  dis- 
eases. 

Last  year  1.5  million  Americans  suffered  heart  attacks;  half  a 
million  died.  Over  1  million  Americans  had  a  diagnosis  of  cancer 
made,  of  which  another  half  million  died.  Worldwide,  tens  of  mil- 
lions die  annually  from  infectious  immunologic  diseases. 

During  the  past  two  decades  research  has  provided  new  knowl- 
edge that  offers  the  potential  for  the  improvement  of  the  health  of 
mankind  that  few  of  us  would  have  ever  thought  possible. 

The  American  people  are  justified  in  asking  if  their  past  invest- 
ment has  been  wise  and  if  their  return  on  the  dollar  has  been 
meaningful.  To  those  questions  I  would  answer  a  resounding  yes. 
Just  a  few  examples  should  suffice. 

In  1970,  95  percent  of  all  children  diagnosed  as  having  leukemia 
died.  Today,  95  percent  survive.  In  1981,  the  first  description  of 
AIDS  appeared.  Never  before  in  the  history  of  mankind  have  we 
seen  such  an  explosion  of  information  about  a  new  disease  in  such 
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an  incredibly  short  period  of  time.  The  genetic  cause  of  cystic  fibro- 
sis was  identified  last  year. 

I  feel  compelled  to  point  out  that  the  lack  of  adequate  funding  is 
creating  a  research  environment  that  is  quite  distorted.  There  is  no 
doubt  that  without  a  strong  basic  science  effort,  the  prevention  and 
cure  of  illness  will  be  significantly  delayed.  The  fiscal  constraints 
that  medical  science  has  faced  in  the  past  several  years  have 
caused  intense  competition  between  important  research  disciplines 
for  the  little  funding  that  is  available. 

The  1991  President's  budget  request  is  essentially  flat  with  no 
funding  for  new  initiatives.  It  includes  a  $354  million  increase  over 
the  1990  budget.  Estimates  indicate  that  in  order  to  maintain  the 
NIH  programs  supported  in  1989,  a  minimum  of  $600  million  more 
is  needed  for  a  total  budget  of  over  $8  billion.  This  budget  request, 
therefore,  is  woefully  inadequate. 

Under  the  President's  budget  request,  only  one  out  of  every  four 
NIH  approved  grants  will  be  funded.  Downward  negotiations  of  10 
to  14  percent  for  noncompeting  and  competing  grants  will  be  re- 
quired. If  funding  for  research  training  continues  at  its  present 
level,  it  is  estimated  that  by  the  midnineties,  only  60  percent  of  the 
projected  need  for  new  scientists  will  be  met. 

Since  1986  a  number  of  reports  have  been  issued  on  the  state  of 
the  research  infrastructure  in  this  country.  Except  for  a  couple  of 
minor  specific  programs,  there  have  been  no  comprehensive  Feder- 
ally funded  facilities  programs  since  1968. 

Finally,  I  would  also  like  to  briefly  address  the  issue  of  getting 
the  fruits  of  our  research  efforts  into  the  hands  of  the  consumer. 
The  future  health  and  welfare  of  all  Americans  depends  on  the 
ability  of  the  Food  and  Drug  Administration  to  keep  pace  with  the 
accelerating  growth  of  our  health  care  industry.  In  a  recent  GAO 
report,  it  was  stated  the  FDA  has  2,000  less  employees  than  it 
needs  to  carry  out  the  statutory  requirements  that  have  been  in- 
cluded in  23  new  laws  enacted  over  the  last  decade  alone. 

Last  year,  242  reviewers  of  the  FDA  received  15,000  product  ap- 
plications for  review  and  processing.  It  is  expected  that  within  the 
next  decade  this  number  will  increase  to  30,000.  Without  additional 
resources  and  personnel,  the  FDA  will  be  obsolete  and  unable  to 
meet  the  demands  of  the  industry. 

I  believe  that  I  have  presented  compelling  arguments  in  support 
of  increased  funding  for  biomedical  research  and  for  the  FDA.  I  am 
also  aware  that  you  and  your  colleagues  face  many  difficult 
choices,  and  I  do  not  envy  you.  We  have  a  moral  obligation,  howev- 
er, to  the  citizens  of  this  country  to  do  our  best  to  improve  their 
health  and  well-being.  It  has  often  been  said  that  the  NIH  is  a 
jewel  in  the  national  crown.  I  believe  that  if  we  do  not  improve  its 
funding,  we  will  significantly  increase  the  possibility  that  this  na- 
tional treasure  will  be  severely  diminished. 

Thank  you  very  much. 

[The  prepared  statement  of  Dr.  Wolff  may  be  found  at  end  of 
hearing.] 

Mrs.  Boxer.  Thank  you  very  much.  Doctor,  for  your  very  strong 
message. 
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Helene  Brown,  director,  Community  Applications  of  Research, 
Jonsson  Comprehensive  Cancer  Center,  from  Los  Angeles,  we  wel- 
come you. 

STATEMENT  OF  HELENE  G.  BROWN,  DIRECTOR,  COMMUNITY  AP- 
PLICATIONS OF  RESEARCH,  JONSSON  COMPREHENSIVE 
CANCER  CENTER,  UCLA 

Mrs.  Brown.  Thank  you.  Madam  Chairman,  and  members  of  the 
Task  Force.  I  appreciate  the  opportunity  to  speak  in  front  of  you. 
You  have  heard  from  my  colleagues  so  I  will  not  bother  to  repeat 
anything  that  they  have  said.  My  statement  is  on  file  with  the 
Task  Force. 

I  want  to  make  the  point  that  medical  research  is  not  charity.  It 
is  not  that  branch  of  investment  for  this  nation  that  deserves  to 
have  the  remnants  of  whatever  is  left  over,  offered  to  it. 

I  maintain  to  you  that  it  is  one  of  the  finest  investments  that 
this  country  can  make,  if  what  you  are  looking  for  is  returns  in 
terms  of  gross  national  product,  production  of  goods  and  services, 
the  creation  of  taxable  income,  and  other  types  of  return  on  your 
investment. 

I  purposely  am  not  talking  about  the  worth  of  a  human  life,  be- 
cause I  do  not  think  any  of  us  can  do  that.  But  let  me  illustrate  to 
you  what  I  mean  by  return  on  investment. 

Immediately  after  the  Second  World  War,  there  were  two  direc- 
tions that  this  Nation  could  take  relative  to  poliomyelitis.  We  could 
build  more  hospitals,  manufacture  more  respirators,  train  more 
therapists,  and  prepare  for  a  greater  onslaught  of  dead  and  crip- 
pled people.  Or  we  could  attempt  to  produce  a  vaccine. 

In  1951  the  International  Polio  Congress  accepted  the  idea  that 
they  ought  to  produce  a  vaccine.  Intestinal  research  was  a  medical 
research  area  of  concern.  So  was  tissue  culturing.  Neither  of  these 
was  directed  at  polio,  but  they  were  going  on. 

The  injectable  bacilli  against  polio  came  from  the  tissue  culture 
research,  and  the  oral  vaccine  came  from  the  intestinal  research 
that  was  done. 

Now  the  first  6  years  after  the  vaccine  was  made  available, 
154,000  cases  of  paralytic  polio  were  prevented,  12,500  deaths  were 
prevented.  If  you  want  to  see  the  relevant  figures,  we  averted  the 
loss  of  $6.3  billion  in  income  alone,  or  more  than  $1  billion  a  year. 

The  hospital  costs  that  were  saved  during  that  6-year  period 
were  $2  billion  a  year.  And  I  have  not  even  bothered  to  add  in  the 
medical  costs  and  other  types  of  costs  involved. 

The  cost  of  the  development  of  the  vaccine  and  its  field  testing 
was  all  of  $41  million. 

If  you  can  get  a  return  of  70  times  what  you  spent  in  medical 
research  in  just  those  first  6  years,  and  please  know  that  it  is  now 
30  years  later,  and  you  can  add  just  as  well  as  a  machine  can,  to 
know  the  cost  benefit  that  we  have  achieved  from  that  investment 
in  medical  research. 

Another  example  involves  the  rubella  vaccine.  In  the  first  5 
years  after  it  was  developed,  9.7  million  acute  cases  of  measles 
were  averted,  and  these  cases  would  have  caused  3,244  instances  of 
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medical  retardation.  On  those  3,200  alone,  we  saved  55,000  hospital 
days  and  291,000  years  of  normal  life. 

We  could  continue  citing  every  medical  advance  that  we  have 
had  in  this  country  and  make  a  case  for  it  being  the  finest  invest- 
ment the  Nation  can  make. 

We  have  a  tendency  in  this  country  to  put  research  and  science 
on  the  back  burner.  We  did  it  after  the  establishment  of  the  NIH 
in  the  1930's.  We  entered  a  world  war.  At  the  end  of  the  war  we 
had  a  Marshall  plan  that  we  had  to  pay  attention  to.  And  it  was 
not  until  the  midfifties  when  the  Russians  shot  Sputnik  up  in  the 
air  that  we  sat  back  as  a  nation  and  said,  *'My  God,  what  hap- 
pened? Where  were  we?'' 

President  Kennedy  put  science  in  the  forefront  in  the  1960's  with 
the  advent  of  the  space  program.  President  Nixon  gave  a  helping 
hand  in  1971  with  the  war  on  cancer.  From  1980  on,  funding  for 
science  and  research  has  gone  straight  downhill.  If  we  allow  this  to 
continue  we  will  nation  No.  2  and  wonder  again  what  happened  to 
us.  We  can  no  longer  ignore  the  benefits  and  returns  on  investment 
that  medical  research  offers. 

There  are  three  levels  of  technology  in  science.  The  first  is  when 
you  do  not  know  anything  about  the  disease  and  everybody  dies. 
That  is  the  cheapest.  It  is  the  least  expensive.  It  costs  far  less  to 
bury  a  person  than  it  does  to  treat  one. 

The  middle  level  is  when  we  know  something  about  the  disease, 
we  have  a  certain  survival  rate,  and  we  have  a  vast  number  of 
treatments  that  are  available.  This  is  by  far  the  most  expensive 
level  of  technology.  But  it  results  in  a  survival  rate. 

And  the  third  level  is,  of  course,  the  really  inexpensive  one, 
which  is  the  development  of  preventive  measures.  Vaccines  cost 
pennies. 

Once  again,  let  me  say  the  most  important  few  words  that  I  can 
say.  Medical  research  is  not  charity.  We  should  not  get  what  is  left 
over  from  the  rest  of  the  budget  process.  The  NIH  deserves  an  ad- 
ditional $9  billion  over  the  next  5  years.  And  I  thank  you  very 
much  for  inviting  me. 

[The  prepared  statement  of  Mrs.  Brown  may  be  found  at  end  of 
hearing.] 

Mrs.  Boxer.  Mrs.  Brown,  I  think  your  testimony  was  the  most 
eloquent  I  have  ever  heard  on  the  case  for  this  kind  of  expenditure. 
And  I  want  you  to  say  that  one  more  time  before  we  move  on.  We 
invested  how  much  in  polio? 

Mrs.  Brown.  We  invested  $41  or  $43  million  in  the  development 
of  the  vaccine  and  in  all  of  the  field  testing.  That  was  the  total  cost 
of  it. 

Mrs.  Boxer.  $43  million? 

Mrs.  Brown.  $43  million.  And  in  the  first  6  years  we  saved  $6.3 
billion  in  lost  income  alone.  We  saved  over  $2  billion  in  hospital 
costs.  And  you  can  add  up  all  of  the  rest  of  the  things,  like  child 
care  and  so  forth. 

Mrs.  Boxer.  Well,  that  is  excellent.  I  just  wanted  you  to  repeat 
that  for  the  sake  of  my  colleagues. 

Mr.  Durbin,  we  waited  for  you  to  come  before  we  called  on  a  gen- 
tleman that  you  are  anxious  to  hear  from.  Dr.  Becker.  Would  you 
like  to  make  a  comment  before  he  testifies? 
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Mr.  DuRBiN.  First  let  me  apologize  for  being  late.  But,  as  usual, 
we  are  scheduled  into  a  series  of  meetings,  and  they  usually  con- 
flict. 

Madam  Chair,  I  appreciate  the  opportunity  to  introduce  Dr.  Fred 
Becker  to  the  House  Budget  Committee  Task  Force  on  Human  Re- 
sources. Dr.  Becker  is  currently  the  vice  president  for  research,  and 
scientific  director  of  the  Tumor  Institute  of  the  University  of  Texas 
M.D.  Anderson  Cancer  Center. 

I  might  add  parenthetically  that  it  was  my  honor  and  pleasure  to 
visit  that  center  last  year  when  we  held  our  national  conference  on 
tobacco  and  health.  And  I  came  away  from  that  invigorated  by  the 
experience,  and  I  would  have  to  say  inspired  by  what  we  saw  at  the 
M.D.  Anderson  Center.  Dr.  Nicky  LaMater  was  a  perfect  host,  and 
we  were  happy  to  be  there. 

Dr.  Becker  himself  has  been  involved  with  cancer  research  for 
over  three  decades,  as  a  scientist,  teacher  and  administrator.  He  is 
known  nationally  and  internationally  for  his  knowledge  of  the  in- 
duction of  cancer  by  chemical  agents,  and  the  biology  and  treat- 
ment of  the  resultant  cancers. 

In  addition,  he  is  a  prolific  author.  He  wrote  a  treatise  entitled 
Cancer,  A  Comprehensive  Treatise,  which  is  a  six-volume  work 
that  he  developed  and  edited.  It  has  been  acclaimed  as  a  vital  force 
in  the  field  and  serves  as  a  model  for  recent  cancer  literature.  He 
has  also  developed  and  edited  an  eight-volume  work  on  the  liver, 
with  special  emphasis  on  basic  science  and  the  clinical  research  as- 
pects of  this  organ's  normal  and  pathologic  states.  Dr.  Becker  has 
published  more  than  150  original  papers  and  25  chapters  in  books. 

Among  his  many  honors,  and  I  tell  you  quite  literally,  I  do  not 
have  the  time  this  afternoon  to  repeat  all  of  them,  but  among  his 
many  honors.  Dr.  Becker  is  past  president  of  the  American  Associa- 
tion of  Pathologists.  He  was  awarded  the  Achievement  Medal  of 
the  National  Cancer  Institute  of  Japan.  And  just  recently.  Dr. 
Becker  received  the  high  honor  of  being  elected  to  the  Royal  Acad- 
emy of  Arts  and  Sciences  of  Spain,  which  has  only  10  members 
from  the  United  States. 

Dr.  Becker  has  made  outstanding  original  and  innovative  contri- 
butions to  the  academic  community.  As  a  scientist,  teacher  and  ad- 
ministrator, his  work  has  had  a  profound  impact  on  education  and 
science. 

I  am  honored  to  have  him  here  today,  and  I  am  honored  also 
that  he  accepted  our  invitation.  I  am  sure  that  his  testimony  will 
be  very  valuable  to  our  considerations. 

Mrs.  Boxer.  Thank  you  so  much.  Congressman  Durbin. 

I  want  to  just  say  how  fortunate  you  are.  Dr.  Becker,  to  have  a 
fan  on  this  panel.  I  know  that  each  one  of  our  witnesses  could  have 
a  very  similar  introduction.  This  is  indeed  a  very  glorious  panel, 
and  it  is  very  important  that  you  have  all  taken  time  to  be  with  us 
today.  Dr.  Becker,  why  do  not  you  proceed. 
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STATEMENT  OF  FREDERICK  F.  BECKER,  M.D.,  VICE  PRESIDENT 
FOR  RESEARCH,  AND  SCIENTIFIC  DIRECTOR,  TUMOR  INSTI- 
TUTE, UNIVERSITY  OF  TEXAS  M.D.  ANDERSON  CANCER  CENTER 

Dr.  Becker.  Madam  Chair  and  members  of  the  Task  Force,  I 
thank  you  for  the  opportunity  of  speaking  to  you  today. 

The  immediate  cost  of  cancer  in  terms  of  human  suffering  is  evi- 
dent in  the  rooms  of  every  hospital  in  the  country.  At  our  center 
alone,  1,600  patients  are  seen  in  our  clinic  every  day.  And  we  have 
500  inpatients  at  the  same  time.  The  lost  of  loved  ones  is  self-evi- 
dent. 

But  the  failure  to  prevent  and  cure  cancer  is  also  enormously 
costly  in  monetary  terms.  Cancer  treatment  is  one  of  the  major 
forms  of  catastrophic  medical  costs,  and  a  large  component  of  Med- 
icare expenditures. 

Current  diagnosis  and  treatment  are  technologically  based,  and 
whether  treatment  involves  bone  marrow  transplantation,  radio- 
therapy or  the  new  modality  of  biological  therapy,  the  cost  is  sig- 
nificant. 

Further,  our  aging  population,  the  continued  exposure  to  cancer- 
causing  agents,  and  our  lifestyle,  ensure  that  the  number  of  cancer 
patients  will  increase.  Thus,  an  investment  in  prevention  and  re- 
search directed  at  cure  can  result  in  savings  of  considerable  magni- 
tude. 

Another  potential  loss  that  has  been  alluded  to  is  the  loss  of 
future  researchers.  Morale  is  poor  among  established  investigators, 
and  worse  in  young  scientists.  The  percentage  of  time  devoted  to 
maintaining  funds  is  already  onerous  and  increasing.  For  a  young 
investigator  to  achieve  a  rating  in  the  slender  percentile  required 
for  funding  is  difficult,  regardless  of  how  innovative  or  potentially 
exciting  their  research  is,  since  they  have  little  track  record  in  the 
area. 

The  resulting  loss  of  the  physician  researcher  to  practice  and  the 
research  scientist  to  other  careers  will  produce  a  gap  in  the  con- 
tinuing fight  against  cancer,  and  in  every  other  medical  area,  that 
may  not  be  recovered  in  the  next  decades.  And  this,  in  turn,  will 
make  it  difficult  for  us  to  seize  upon  the  profit  our  country  could 
gain. 

In  an  era  when  this  country  struggles  for  economic  primacy,  can 
it  be  so  shortsighted  as  to  lose  the  lead  we  hold  in  the  field  of  bio- 
medicine? 

No  other  country  has  contributed  so  much  or  to  such  a  great 
degree  to  the  new  and  exploitable  fields  of  biotechnology,  and  by 
this  means,  advanced  cancer  treatment  and  diagnosis. 

A  remarkable  number  of  successful  economic  ventures  have 
arisen  directly  from  the  previous  investments  of  the  National 
Cancer  Institute  and  the  National  Institutes  of  Health.  Will  we  re- 
linquish this  lead  to  other  countries  whose  investments  in  biomedi- 
cine  rise  daily,  and  whose  representatives  control  our  campuses, 
searching  out  exciting  and  needy  researchers?  If  so,  then  in  later 
years  let  us  bash  no  one  but  ourselves. 

One  million  new  cases  of  cancer  are  diagnosed  every  year,  and 
500,000  patients  die  of  this  disease.  We  have  made  great  strides 
toward  its  elimination  in  the  discovery  of  the  abnormal  genes 
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known  as  oncogenes,  and  the  study  of  our  own  body's  defenses 
against  cancer,  from  which  arose  the  field  of  biological  therapy. 
But  now  we  must  seize  upon  these  initiatives,  we  must  nurture  the 
process,  we  must  exploit  the  results  and,  as  a  nation,  profit  from 
them. 

I  often  hear  scientists  and  administrators  taking  an  adversarial 
approach  to  the  research  interest  and  financial  needs  of  others. 
'Tund  me,"  they  say.  "My  field  is  more  important."  And  thus,  con- 
cerns arise  in  one  field  when  a  new  initiative  exists,  such  as  AIDS 
or  the  genome  project,  valid  and  understandable  concerns,  that  this 
will  occur  at  a  cost  to  ongoing  projects. 

However,  I  believe  that  this  country  has  the  resources,  the  initia- 
tive and  the  commitment  to  achieve  the  major  health-related  goals 
set  before  it  by  all  of  its  biomedical  researchers.  At  the  most  prag- 
matic, the  failure  to  do  so  would  be  a  financial  disaster.  And  from 
a  moral  standpoint,  inexcusable. 

Therefore,  as  a  researcher,  I  offer  to  you  a  new  quantitative 
measure  of  our  pragmatism  and  our  moral  commitment,  the  SBE, 
or  the  Stealth  bomber  equivalent.  I  note  that  the  predicted  cost  of 
each  Stealth  bomber  is  $600  million.  Since  the  average  grant  costs 
$125,000,  one  SBE  would  fund  an  additional  4,800  new  research 
projects,  4,800.  Two  SBE's  would  fulfill  the  entire  bypass  budget  of 
the  NCI,  enhance  the  vital  AIDS  research  program  beyond  meas- 
ure, and  create  the  possibility  for  success  for  almost  every  major 
initiative  at  the  other  institutes  of  the  NIH. 

In  these  terms,  can  our  country  fail  to  more  wisely  direct  its  re- 
sources for  its  own  best  interests? 

Thank  you.  Madam  Chairwoman. 

[The  prepared  statement  of  Dr.  Becker  may  be  found  at  the  end 
of  the  hearing.] 

Mrs.  Boxer.  Thank  you  so  much.  Doctor.  Let  me  say  you  speak 
music  to  me.  Because  I  think  the  days  are  over  when  people  can 
come  up  here  £ind  ask  for  more  funding  and  not  talk  to  us  as  to 
where  we  can  get  the  funding.  You  have  taken  that  step  and  you 
have  identified  a  way  that  we  can  fund  this  research.  I  not  only 
applaud  you  for  your  guts  in  doing  that,  but  I  think  you  are  right. 
And  I  am  very  pleased  that  you  are  here  today. 

Mr.  Durbin,  do  you  have  any  particular  questions? 

Mr.  Durbin.  Yes,  I  do. 

Dr.  Becker,  I  wish  you  would  share  with  the  Task  Force  a  con- 
versation we  had  earlier  relative  to  President  Nixon's  announce- 
ment many  years  ago  that  the  United  States  was  going  to  embark 
on  an  effort  to  cure  cancer  within  a  certain  finite  period  of  time.  I 
believe  at  that  time  the  Federal  Government  made  an  extraordi- 
nary financial  commitment  to  the  cure  of  cancer  in  America.  Can 
you  share  with  us — and  I  invite  the  other  members  of  the  panel  as 
well — the  experience  of  this  Nation  and  the  medical  community  in 
that  commitment?  Did  the  dollars  produce  results?  Did  we  learn 
anything  from  that? 

Dr.  Becker.  Well,  the  answer  to  the  question  is  we  learned  more 
than  we  expected,  and  in  areas  we  never  expected  to  see.  For  ex- 
ample, over  the  past  20  years  that  the  war  on  cancer  program,  as  it 
was  called,  has  been  ongoing,  there  has  been  an  enormous  accelera- 
tion in  biomedical  and  biological  research  of  all  forms;  the  whole 
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field  of  molecular  biology,  the  discovery  of  the  aberration  of  our 
own  genes,  known  on  oncogenes.  And  therefore  the  process  has  ac- 
celerated enormously. 

I  would  point  out,  especially,  in  view  of  the  interest  of  this  panel, 
that  the  reason  that  we  have  made  such  progress  so  rapidly  in  the 
area  of  AIDS  research  is  not  that  AIDS  research  was  well-funded 
and  sprung  from  a  dead  start  into  its  present  state  of  momentum, 
but  that  most  of  the  research  that  has  founded  the  field  of  AIDS 
research  was  based  on  the  war  on  cancer. 

The  very  search  for  viruses  that  caused  cancers  led  directly,  I  be- 
lieve, to  the  discovery  of  those  viruses  which  have  given  rise  to 
AIDS.  The  studies  of  vaccine  production  as  a  result  of  isolating 
what  were  thought  of  as  putative  tumor  viruses  gave  rise  to  a  great 
deal  of  momentum  in  the  vaccine  program.  And  as  one  has  to  rec- 
ognize, many  of  the  chemotherapeutic  agents  now  used  in  AIDS 
were  derived  from  an  attempt  to  cure  cancer  chemotherapeutically. 

I  think  that  this  is  a  very  good  point  for  the  committee  and  all  of 
us  to  recognize  that  the  research  in  one  field,  founded  on  money 
and  funds  and  people  often  spill  over  unexpectedly,  if  you  will,  into 
all  forms  of  medical  research. 

We  have  made  enormous  progress  in  our  understanding  of  the 
differences  between  a  cancer  cell  and  a  normal  cell.  And  those  dif- 
ferences will  act  as  targets  of  opportunity  for  the  next  generation 
of  cure. 

Another  b5T)roduct  that  should  not  be  ignored  is  an  increasing 
awareness  of  the  causes  of  cancer  that  derived  from  that  funding. 
And  I  think  today  we  recognize  that  if  we  could  attack  cancer 
before  it  appears,  it  would  be  truly  the  only  form  of  cure  we  know. 

So  the  answer  I  believe  is  yes.  And  I  think  the  dividends,  as 
pointed  out  by  the  other  speakers  and  Mrs.  Brown,  were  that  we 
were  prepared  for  an  entity  we  did  not  know  existed  when  Presi- 
dent Nixon  declared  that  war,  and  that  entity  is  AIDS. 

Mr.  DuRBiN.  If  I  could  ask  one  other  question.  I  think  we  all  read 
recently  of  an  action  taken  by  an  archbishop  in  Los  Angeles  solicit- 
ing some  3,500  priests  and  nuns  in  his  diocese  and  aslang  that  10 
serve  as  volunteers  over  the  age  of  65  for  an  experimental  age  vac- 
cination project  that  I  believe  is  being  developed  by  Dr.  Jonas  Salk. 
I  wonder  if  you  could  comment  on  why  we  have  reached  the  point 
that  such  an  unusual  solicitation  is  being  made? 

Dr.  Becker.  That  is  a  question  with  broad  ramifications,  but  I 
think  it  demonstrates  the  fact  that  the  awareness  of  all  parts  of 
our  society  as  to  the  threat  of  this  disease  and  our  role  in  combat- 
ting it,  our  responsibilities  in  terms  of  the  well-being  of  others  has 
become  paramount. 

I  believe  that  this  is  more  than  a  gesture.  This  barkens  back  to 
the  early  days  of  medicine  when  physicians  volunteered  themselves 
to  test  new  vaccines.  It  goes  back  to  the  story  of  yellow  fever  and  so 
forth.  I  think  it  just  represents  the  awareness  that  we  are  all  re- 
sponsible for  each  other's  problems,  and  I  think  it  is  remarkable. 

Dr.  Wolff.  May  I  comment  on  that,  also? 

Mr.  DuRBiN.  Certainly. 

Dr.  Wolff.  I  believe  that  this  vaccine  is  a  killed  vaccine  and 
therefore  carries  a  risk  for  infectivity.  There  is  precedent  in  recent 
medical  history  for  this  sort  of  thing;  for  example,  the  first  hepati- 
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tis  B  vaccine  came  from  whole  blood;  therefore,  there  was  the  po- 
tential for  transmission  even  though  it  was  killed.  The  phase  one 
trial  of  the  hepatitis  vaccine  was  given  to  monks  since  they  were 
an  isolated  population. 

There  is,  of  course,  the  broader  issue  of  how  you  test  vaccines 
when  you  do  not  have  an  adequate  animal  model,  which  happens 
to  be  the  case  in  AIDS  right  now  where  we  lack  such  a  model 
except  for  the  chimpanzee. 

Mr.  DuRBiN.  Well,  we  have  been  told  in  previous  hearings  that 
there  have  been  some  shortages  of  test  animals,  particularly  of 
chimpanzees. 

Dr.  Wolff.  That  is  exactly  right. 

Mr.  DuRBiN.  That  they  are  extraordinarily  expensive.  Is  this  part 
of  the  reason  for  this  unusual  solicitation? 

Dr.  Wolff.  I  do  not  know  whether  it  is  part  of  the  reason  be- 
cause I  am  not  involved  with  Dr.  Salk's  work.  If  we  had  a  reasona- 
ble and  inexpensive  animal  model,  much  of  the  initial  testing  in 
this  situation  would  go  on  there.  We  are  faced  with  that  problem 
with  the  AIDS  epidemic. 

I  think  that  it  is  also  difficult  to  find  groups  at  risk  whom  you 
could  immunize  and  then  follow.  The  clergy  are  isolated,  and  this 
would  only  be  a  pilot  study  to  see  what  the  antibody  response  is.  It 
would  say  nothing  about  its  effectiveness  as  a  vaccine. 

Mr.  DuRBiN.  If  I  could  say  just  one  thing,  please.  Mrs.  Boxer 
made  a  comment  which  I  had  read  too,  and  which  I  think  should 
be  noted  in  the  record,  that  under  this  particular  approach  Dr. 
Salk  is  also  going  to  vaccinate  himself. 

Dr.  Wolff.  Again,  there  are  similarn  events  in  recent  history. 
For  example.  Dr.  Zaguri,  who  is  French,  was  the  first  person  to 
make  an  AIDS  vaccine  and  immunized  himself  in  conjunction  with 
his  larger  studies  in  Zaire. 

Mrs.  Boxer.  Mrs.  Brown,  did  you  want  to  add  something? 

Mrs.  Brown.  Yes.  There  are  two  factors  here  that  I  think  should 
be  clarified.  One  is  that  in  this  particular  instance,  a  killed  vaccine 
you  run  the  risk  of  getting  the  disease.  That  is  why  the  priests 
have  volunteered.  Another  population  for  the  very  small  pilot 
project  that  Dr.  Salk  wants  to  test  in  this  vaccine,  these  were  the 
first  people  who  volunteered. 

The  second  is  that  this  is  a  vaccine  to  be  tried  on  those  who  do 
not  yet  have  the  HIV  virus.  These  are  totally  asymptomatic  men, 
so  they  have  merely  volunteered  and  been  accepted,  as  the  histori- 
cal evidence  indicates  that  this  has  happened  before. 

Mr.  DuRBiN.  If  I  might  conclude  by  sajdng  that  President  Bush 
in  his  inaugural  address  had  a  memorable  statement.  He  said  this 
Nation  has  more  will  than  wallet.  Recently,  George  Will,  in  writing 
a  column,  said  the  President  had  it  backwards. 

When  I  hear  the  testimony  of  Dr.  Becker  about  the  money  that 
would  be  available  if  we  cancel  the  requested  $5.2  billion  to  proceed 
with  the  Stealth  bomber,  it  is  very  clear  to  me  that  even  within 
limited  resources  at  the  Federal  level  we  have  enough  wallet  to 
fund  necessary  medical  research  which  would  not  only  greatly  im- 
prove the  quality  of  life  in  America  but  maintain  our  lead  in  the 
world  in  medical  science. 
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I  thank  this  panel  and  all  those  who  participated  in  bringing 
that  point  forward  to  us. 

Mrs.  Boxer.  Thank  you,  Mr.  Durbin.  Do  my  colleagues,  Mr. 
Houghton  or  Mr,  McCrery,  have  any  questions  for  this  particular 
panel? 

[No  response.] 

Mrs.  Boxer.  Let  me  just  thank  you  once  again.  I  think  you  have 
given  us  a  very  strong  message  today,  each  one  of  you:  Dr.  Sher- 
man, that  the  budget  is  clearly  underfunded;  Dr.  Becker,  challeng- 
ing us  to  make  some  hard  and  tough  choices  and  giving  us  an  idea 
of  where  to  go;  Dr.  Wolff,  saying  he  fears  for  the  future  as  he  looks 
at  this  budget,  very  strong  words  from  someone  who  knows;  and 
Mrs.  Brown,  clearly  demonstrating  to  us  that  an  investment  in  this 
arena  is  minuscule  compared  to  the  benefits  that  we  will  get  back. 

I  am  very  concerned,  my  colleagues,  as  we  look  over  the  Presi- 
dent's budget  that  we  are  way  short  in  this  area  of  biomedical  re- 
search. Proposed  funding  at  NIH  is  anywhere  from  $400  to  $600 
million  below  what  we  need  just  to  keep  up  with  the  cost. 

In  addition,  the  Administration  is  downward  negotiating  ap- 
proved grants,  and  I  am  not  sure  you  know  what  that  means,  my 
colleagues.  It  was  a  shocking  thing  for  me  to  learn.  That  is,  they 
are  attempting  to  reduce  the  amount  of  money  provided  to  the 
grantee  after  the  grant  is  approved  at  an  agreed-upon  level.  So 
here  we  have  approved  a  grant  and  now  we  are  going  back  and 
downward  negotiating;  a  new  word,  a  new  buzz  word. 

The  Administration's  NIH  request  allows  for  funding  for  less 
than  25  percent  of  the  approved  research  grants.  So  we  have  ap- 
proved a  certain  number,  and  we  are  only  funding  25  percent.  I  am 
struck  by  the  fact  that  we  spend  over  $600  billion  annually  on 
health  care  but  only  $7  billion  on  cures  and  prevention,  which  is 
Mrs.  Brown's  point. 

So  I  want  to  thank  this  panel.  I  hope  all  my  colleagues  here 
today  will  join  together  from  both  sides  of  the  aisle  to  put  forward 
a  budget  that  will  keep  us  No.  1,  because  if  we  fall  to  No.  2  it  is  not 
only  a  loss  for  the  world  but  our  citizens  will  become  sicker.  The 
future  is  not  bright  for  our  country  if  our  citizens  are  not  healthy. 

So  we  thank  you  very,  very  much,  and  we  will  call  on  you  as  this 
budget  proceeds.  Thank  you  very  much. 

Now  we  will  call  on  the  second  panel  on  Medicare:  Paul  Rettig, 
American  Hospital  Association;  Gregory  Johnson,  administrator, 
Summersville  Memorial  Hospital,  who  will  be  introduced  by  Mr. 
Wise;  Theodore  Gundlah,  president,  Olean  General  Hospital  in  up- 
state New  York,  who  will  be  introduced  by  Mr.  Houghton;  Joel 
Grey,  administrator  of  Novato  Community  Hospital;  and  Robert 
Sloane,  Anaheim  Memorial  Hospital. 

We  are  very  grateful  to  all  of  you  for  coming,  and  we  look  for- 
ward to  your  testimony  on  the  Medicare  budget.  We  will  first  hear 
from  Paul  Rettig  of  the  American  Hospital  Association.  Please  pro- 
ceed. 
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STATEMENT  OF  PAUL  RETTIG,  EXECUTIVE  VICE  PRESIDENT, 
AMERICAN  HOSPITAL  ASSOCIATION 

Mr.  Rettig.  Thank  you,  Madam  Chairman.  I  am_  Paul  Rettig,  ex- 
ecutive vice  president  of  the  American  Hospital  Association.  On 
February  26  I  had  the  opportunity  to  testify  before  the  full  House 
Budget  Committee  on  the  general  situation  of  hospitals  under 
budget  constraints.  Today  at  your  request,  four  hospital  adminis- 
trators representing  different  geographic  areas  of  the  Nation  and 
different  types  of  facilities  are  here  to  tell  you  the  particular  cir- 
cumstances of  their  hospitals.  Each  of  them,  I  am  sure  you  will 
agree,  has  a  unique  perspective  and  a  unique  set  of  problems  to 
relate. 

These  administrators  are:  Gregory  D.  Johnson,  administrator  of 
Summersville  Memorial  Hospital  in  West  Virginia.  Summersville 
Memorial  is  a  92-bed  rural  hospital  facility  consisting  of  40  acute 
care  beds  and  52  skilled  nursing  beds;  Theodore  Gundlah,  president 
of  Olean  General  Hospital,  Olean,  NY.  His  hospital  is  a  153-bed 
rural  referral  center  that  served  5,633  in  1989;  Joel  Grey  is  from 
Novato,  CA,  where  he  is  administrator  of  Novato  Community  Hos- 
pital, a  52-bed  facility;  and  Robert  Sloane  is  president  and  chief  ex- 
ecutive officer  of  the  Anaheim  Memorial  Hospital  in  Anaheim,  CA, 
a  189-bed  facility  in  southern  California. 

My  role  is  simply  to  introduce  these  people  and  to  stand  by  if 
any  help  is  needed  with  questions.  Thank  you. 

Mrs.  Boxer.  Thank  you  very  much  for  putting  this  panel  togeth- 
er. 

I  would  ask  Mr.  Wise  if  he  would  like  to  do  a  little  longer  intro- 
duction of  Mr.  Johnson. 

Mr.  Wise.  Thank  you.  It  is  actually  like  old  home  week  because  I 
see  Paul  Rettig.  My  wife  used  to  work  with  Paul. 

I  take  great  pleasure  in  introducing  Greg  Johnson.  Greg  is  sit- 
ting back  there.  Greg  has  a  yeoman's  task,  and  he  does  it  well;  that 
is,  he  is  an  administrator  of  a  rural  hospital  in  a  state  that  is  hit 
hard  right  now.  I  think  that  the  problems  Greg,  as  the  administra- 
tor of  a  rural  hospital,  discusses  are  the  problems  of  a  lot  of  rural 
America. 

He  is  the  administrator  of  Summersville  Memorial  Hospital.  He 
is  a  native  who  returned  to  West  Virginia  after  an  11-year  absence. 
He  has  a  master's  degree  in  hospital  administration  from  Xavier. 
We  note  with  pride,  of  course,  he  has  his  bachelor's  degree  from  a 
good  university,  Marshall  University  in  Huntington,  WV. 

Greg,  I  know  that  there  is  a  lot  you  can  relate  to  us,  but  the  im- 
portant thing,  I  think,  that  we  get  across  to  this  committee  is  the 
problems  that  are  besetting  rural  hospitals  right  now.  I  think  we 
had  something  like  38  rural  hospitals  in  West  Virginia  when  this 
committee  was  meeting  2  years  ago.  We  now  have  five  left,  and  I 
believe  we  are  about  to  lose  a  couple  more  depending  upon  what 
happens  on  the  Medicare  decisions  and  the  outcome  of  some  other 
decisions  this  committee  will. 

I  want  to  congratulate  you  because  what  you  have  done  is  take  a 
hospital  and  build  it  in  a  time  when  we  see  many  of  our  rural  hos- 
pitals closing.  So  you  can  not  only  discuss  the  problems  but  you  can 
discuss  what  can  be  done  and  what  people  are  trying  to  do  in  rural 
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areas.  I  really  appreciate  your  taking  the  time  to  come  from  Sum- 
mersville  today. 
Mrs.  Boxer.  Please  proceed. 

STATEMENT  OF  GREGORY  D.  JOHNSON,  ADMINISTRATOR, 
SUMMERSVILLE  MEMORIAL  HOSPITAL,  WEST  VIRGINIA 

Mr.  Johnson.  Thank  you,  Congressman  Wise  and  Congresswom- 
an  Boxer.  I  am  pleased  to  have  this  opportunity  to  come  before  you 
today.  Like  the  majority  of  hospitals  in  West  Virginia,  my  hospital 
is  a  small  rural  hospital.  I  am  here  today  because  I  am  concerned 
about  my  hospital's  ability  to  continue  to  serve  as  a  key  access 
point  for  critical  health  care  services. 

There  are  five  neighboring  hospitals  of  mine  in  about  2,700 
square  miles  serving  about  120,000  people.  Of  these  six  hospitals, 
only  four  provide  24-hour  in-house  physician  coverage  of  their 
emergency  departments.  Only  three  have  intensive  care  units. 
Only  two  provide  obstetrical  services,  and  only  two  have  skilled 
nursing  home  beds  to  provide  long-term  care  for  the  elderly.  At  the 
present  time  my  facility  is  providing  all  of  these  services. 

Within  this  five-county  area,  most  of  the  hospitals  are  in  a  Fed- 
erally designated  health  manpower  shortage  area.  It  is  easy  to  un- 
derstand why.  My  pediatrician  is  the  only  one  in  five  counties.  My 
internist  is  one  of  three.  We  provide  obstetrical  services  without 
the  benefit  of  an  obstetrician,  as  there  are  only  two  in  the  area. 
Twenty  percent  of  my  physicians  have  left  in  the  last  V-h  years. 

The  West  Virginia  Hospital  Association  informs  us  that  the  pro- 
posed 1991  budget  will  represent  some  $36  million  in  cutbacks  to 
West  Virginia  hospitals.  If  we  share  in  this  equally,  each  hospital 
will  have  to  come  up  with  some  $600,000. 

Compared  to  many  States  across  the  country,  West  Virginia 
serves  a  disproportionate  share  of  elderly,  unemployed,  underin- 
sured  and  impoverished  people.  Last  year  the  average  hospital  in 
West  Virginia  never  collected  38  percent  of  what  it  billed.  In  the 
case  of  my  hospital,  we  experienced  a  14  percent  reduction  in  Medi- 
care reimbursement,  9  percent  writeoff  from  Medicaid  and  another 
9  percent  from  charity  and  bad  debts.  In  total,  we  will  never  collect 
32  percent  of  what  we  billed  in  1989. 

Stepping  back  a  minute  and  looking  at  1987  and  1988,  in  those  2 
years  Medicare  reimbursement  in  West  Virginia  went  up  about 
4.65  percent.  During  those  2  years  our  costs  went  up  6.65  percent. 
In  1987  it  was  a  slight  difference  between  the  increase  and  the  cost 
increase  netted  out  to  $4  million.  In  1988  it  went  up  to  $16  million 
as  a  result  of  a  4  percentage  point  difference  between  the  cost  in- 
crease and  the  reimbursement  increase. 

Statewide  estimates  are  not  available  for  1989  yet,  but  I  have 
provided  the  Task  Force  with  some  information  on  my  hospital  for 
the  past  3  years.  If  you  look  at  the  last  column  for  1989,  you  will 
see  that  DRG  pa5mients  to  my  hospital  fell  a  full  50  percentage 
points  short  of  covering  our  inpatient  Medicare  patient  billings  in 
1989.  This  was  up  from  38  percent  in  1988.  Congressman  Wise  has 
already  mentioned  the  fact  that  we  have  a  new  hospital.  That  is 
part  of  the  problem. 
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Where  did  the  money  go?  It  was  shifted  to  commercial  insurance 
carriers.  In  1989  we  had  to  increase  our  commercial  insurance 
payor  rates  11.5  percent  to  offset  the  difference.  That  is  $299  per 
admission,  $18  per  outpatient  visit,  and  $147  per  nursing  home  ad- 
mission. 

In  1991  the  difference  will  be  $36  million.  That  is  twice  what  it 
was  in  1988.  How  do  we  make  up  the  difference?  Do  we  continue  to 
practice  cost  shifting?  In  my  case,  only  34  percent  of  my  patients 
have  commercial  insurance.  I  would  have  to  charge  $1.8  million  to 
offset  the  $600,000  reduction  in  Medicare  reimbursement. 

Do  we  shorten  our  length  of  stay  to  cut  our  Medicare  losses?  In 
the  case  of  my  hospital  my  length  of  stay  is  already  one  of  the 
shortest  in  the  State  for  Medicare  patients. 

Do  we  use  our  cash  reserves?  Over  the  last  4  years  the  average 
West  Virginia  small  rural  hospital  only  had  15  days  of  operating 
cash  on  hand.  Currently,  the  State  is  some  150  days  behind  in 
paying  me  for  Medicaid  patients,  26  percent  of  my  business.  I  use  a 
line  of  credit  quite  frequently. 

Do  we  reduce  expenses?  Public  sentiment  seems  to  be  yes.  If  you 
do  not  understand  the  impact  of  reduced  government  involvement 
in  health  care  financing  and  all  you  see  is  double  digit  increases  in 
health  insurance  and  a  $2  line  item  on  your  hospital  bill  for  a 
Band-Aid.  It  seems  to  be  the  easy  answer.  Unfortunately,  I  think  it 
is  the  wrong  conclusion. 

We  have  cut  to  the  bone  in  rural  West  Virginia.  I  would  hope 
that  the  Task  Force  could  be  instrumental  in  holding  firm  on  fur- 
ther budget  cuts,  and  I  thank  you  for  this  opportunity  to  speak  to 
you  today. 

[The  prepared  statement  of  Mr.  Johnson  may  be  found  at  end  of 
hearing.] 

Mrs.  Boxer.  Thank  you  very  much,  Mr.  Johnson. 

Mr.  Houghton,  would  you  like  to  introduce  your  guest? 

Mr.  Houghton.  Thank  you  very  much.  Madam  Chairwoman. 

I  am  delighted  that  Mr.  Gundlah  is  here.  He  and  I  are  old  pals. 
As  a  matter  of  fact,  we  probably  see  each  other  too  frequently.  I 
just  saw  him  yesterday  up  in  Olean. 

This  is  a  very  distinguished  man.  He  has  been  with  the  Olean 
General  Hospital  since  1964.  Since  1988  he  has  been  the  president. 
He  knows  his  way  around.  He  has  a  good  educational  back- 
ground— naturally — having  gone  to  the  School  of  Hospital  Adminis- 
tration at  George  Washington  right  here. 

He  is  a  distinguished  contributor  in  the  community,  and  I  really 
feel  that  Mr.  Gundlah  is  very  capable  of  answering  some  of  the 
basic  questions  that  are  in  front  of  us  today. 

The  0MB  is  suggesting  that  over  $3  billion  be  sliced  from  Part  A 
of  Medicare.  Mr.  Rostenkowski  has  indicated  that  no  more  than 
the  equivalent  sequestration  number  of  $1.7  billion  be  taken  out. 
Now  in  his  recent  proposal  it  is  $2.24  billion. 

Where  are  we  going  here?  We  are  subjective  about  this  thing, 
but  I  guess  Mr.  Gundlah  and  I  both  feel  that  a  hospital  in  a  little 
town  like  Olean  is  more  than  a  hospital.  It  is  the  social  core  of  a 
community. 

So  I  am  delighted  to  have  you  here,  and  maybe  you  would  like  to 
make  some  comments.  Thank  you.  Madam  Chair. 
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Mrs.  Boxer.  Yes;  we  thank  you  for  that  introduction.  Why  not 
proceed. 

STATEMENT  OF  THEODORE  W.  GUNDLAH,  PRESIDENT,  OLEAN 
GENERAL  HOSPITAL,  OLEAN,  NY 

Mr.  GuNDLAH.  Thank  you,  Congressman,  Madam  Chairman  and 
Members  of  the  Task  Force.  On  behalf  of  the  275  hospitals  in  New 
York  State  and  my  own  hospital  I  appreciate  the  opportunity  to  ex- 
press our  comments  about  the  1991  Medicare  budget. 

I  have  presented  a  number  of  comments  in  writing,  and  I  would 
like  to  have  that  become  part  of  the  record.  To  save  time,  I  would 
just  like  to  make  a  few  highlight  comments  and  not  repeat  a  lot  of 
numbers  that  we  have  already  listened  to  and  will  be  hearing 
again. 

In  deference  to  Mr.  Houghton,  I  would  like  to  explain  that  Olean 
is  400  miles  west  of  New  York  City  on  the  Pennsylvania  border.  It 
is  in  the  enchanted  Allegheny  Mountains  where  the  Allegheny 
River  flows  north  into  New  York  State  and  very  quickly  turns 
around  and  leaves  the  State  and  goes  toward  Pittsburgh. 

In  the  26  years  that  I  have  been  in  New  York  State,  many  times 
I  felt  I  should  take  that  lead  of  the  Allegheny  River  and  head  else- 
where because  the  oppressive  regulations  of  New  York  State  and 
the  Department  of  Health  has  created  a  major  health  care  crisis 
for  the  hospitals  of  New  York  State. 

In  1989  the  operating  deficit  of  the  hospitals,  the  nonprofit  hospi- 
tals, was  $560  million.  That  does  not  include  the  $500  million  loss 
of  the  Health  and  Hospital  Corporation,  the  public  city  hospitals  of 
New  York  City. 

At  a  time  when  our  resources  are  diminishing,  the  demands  for 
our  services  have  continued  to  increase.  The  increasing  number  of 
elderly  patients  who  have  been  cured  of  many  acute  problems  and 
now  have  chronic  diseases  is  increasing  tremendously.  I  know  you 
have  all  read  projections  for  the  numbers  of  the  elderly  who  we 
will  be  dealing  with  in  the  very  near  future. 

Added  to  that  problem  we  have  AIDS,  which  was  discussed  on 
the  earlier  panel,  a  huge  drug  addiction  and  alcohol  problem 
throughout  New  York  State,  homeless  people  in  the  city  living  on 
the  streets,  and  many  mental  patients  who  previously  were  in  in- 
stitutions and  were  discharged  for  services  in  the  community  and 
for  whom  services  have  not  been  made  readily  available  in  suffi- 
cient quantity  because  of  a  lack  of  resources. 

So  these  demands  are  increasing  and  the  resources  are  decreas- 
ing. Some  of  the  very  key  numbers  are: 

Throughout  the  country  there  are  4.25  hospital  employees  per 
patient  in  the  hospital.  In  New  York  State  the  number  is  3.25. 

The  average  age  of  our  assets  in  New  York  State  is  10  years 
versus  7  years  throughout  the  rest  of  the  country. 

We  have  all  heard  recently  about  the  plight  of  the  prestigious 
Columbia  Presb3d:erian  Hospital.  They  are  losing  $1  million  a  week. 
Now  Columbia  Presbyterian  will  probably  be  rescued,  but  there  are 
hospitals  throughout  New  York  State  that  will  not  be  rescued. 
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I  would  like  to  have  this  newspaper,  last  Friday's  edition  of  the 
Olean  Times  Herald,  become  part  of  the  record.  The  headline  is, 
"The  Salamanca  Hospital  Permanently  Closing/' 

[At  time  of  printing  the  information  referred  to  above  was  not 
available.] 

Mr.  GuNDLAH.  I  am  not  familiar  with  the  Columbia  Presbyterian 
plight,  but  I  am  very  familiar  with  the  Salamanca  Hospital  plight. 
We  have  been  trying  to  work  with  that  hospital  for  the  last  year 
and  a  half  to  salvage  it  as  a  health  service  provider  and  also  as  a 
community  resource.  The  resources  were  not  there.  The  money  was 
not  there. 

The  physicians  were  not  there  because  there  are  not  enough  phy- 
sicians, especially  in  New  York  State  with  its  limited  resources  and 
with  cutbacks  on  educational  spending.  We  are  just  not  producing 
enough  family  practitioners  which  are  the  physicians  that  are 
needed  in  these  small  rural  communities.  We  are  not  producing 
enough  obstetricians  and  emergency  room  physicians,  also.  The 
rural  communities  are  suffering  the  most  because  of  a  lack  of  phy- 
sicians. 

What  is  happening  to  these  small  rural  areas?  I  think  my  prede- 
cessor mentioned  the  closures.  Salamanca  is  another  example.  It  is 
devastating  to  these  communities,  as  Congressman  Houghton  has 
already  explained.  Not  only  do  they  lose  the  service,  but  they  lose  a 
very  important  economic  entity.  They  no  longer  are  providing  or 
buying  services  from  the  community.  They  are  no  longer  employing 
people.  Industry  will  not  increase  in  size  or  relocate  into  communi- 
ties that  do  not  have  basic  services  such  as  hospitals  provide. 

I  think  that  the  Medicare  program  has  not  kept  its  promise.  The 
update  factors  over  the  past  5  years  have  been  50  percent  of  the 
marketbasket  increase,  and  I  think  as  we  start  looking  at  the  so- 
called  peace  dividend  we  have  to  look  at  hospitals.  They  are  our 
health  infrastructure,  and  if  we  do  not  have  that  infrastructure,  re- 
gardless of  what  else  we  do  in  health  care  we  will  not  be  able  to 
provide  our  communities  with  the  services  that  it  needs.  Thank 
you  very  much. 

[The  prepared  statement  of  Mr.  Gundlah  may  be  found  at  end  of 
hearing.] 

Mrs.  Boxer.  Thank  you  very  much. 

Our  next  witness  is  Joel  Edward  Grey.  It  is  my  pleasure  to  intro- 
duce hini.  He  is  from  Novato,  CA  and  heads  the  Novato  Communi- 
ty Hospital  as  the  administrator  there.  He  also  has  a  terrific 
resunie  which  I  will  not  go  into  in  detail  except  to  say  that  his  past 
experience  includes  being  the  administrator  of  a  more  rural  hospi- 
tal in  Truckee,  CA  and,  as  well,  he  has  been  active  in  the  Northern 
Sierra  Hospital  Council,  and  the  California  Hospital  Association 
Rural  Hospital  Committee,  so  he  does  bring  that  perspective. 

I  would  describe  Novato,  CA  as  being  a  very  suburban  type  of 
community.  It  is  a  diverse  population  in  many  ways. 

I  am  very  interested  in  your  testimony,  Mr.  Grey,  to  see  how  the 
Medicare  cuts  in  this  budget  would  affect,  if  at  all,  your  particular 
hospital.  Please  proceed. 
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STATEMENT  OF  JOEL  GREY,  ADMINISTRATOR,  NOVATO  COMMU- 
NITY HOSPITAL,  NOVATO,  CA,  ON  BEHALF  OF  THE  CALIFORNIA 
ASSOCIATION  OF  HOSPITALS  AND  HEALTH  SYSTEMS,  THE  HOS- 
PITAL COUNCIL  OF  NORTHERN  AND  CENTRAL  CALIFORNIA, 
AND  THE  HOSPITAL  COUNCIL  OF  SOUTHERN  CALIFORNIA,  AC- 
COMPANIED BY  ROBERT  M.  SLOANE 

Mr.  Grey.  Thank  you,  Madam  Chairperson.  It  is  a  pleasure  to  be 
here  today  representing  California's  hospitals  with  Bob  Sloane, 
who  will  speak  after  me.  We  have  written  testimony  which  we 
would  like  to  request  be  introduced  into  the  record,  and  then  I  will 
just  briefly  elaborate  on  those  points. 

California  hospitals  have  not  fared  well  under  perspective  pay- 
ment. Overall  in  our  State,  operating  margins  for  hospitals  have 
declined  over  the  past  5  years  from  7.4  percent  down  to  2.0  percent. 

With  respect  to  the  Medicare  population,  the  situation  is  vastly 
worse.  Today  in  California  operating  margins  for  all  of  our  hospi- 
tals have  become  operating  losses  to  the  tune  of  5.5  percent  overall 
for  the  State  representing  losses  in  dollar  terms  of  $275  million  per 
year. 

Our  facilities  are  also  impacted  by  rapidly  increasing,  uncompen- 
sated care  burdens  which  grew  126  percent  in  the  last  5  years 
alone  and  now  stand  at  $3.12  billion  per  year.  Unreimbursed  cost 
for  treating  Medicare  patients  is  the  second  most  rapidly  growing 
component  of  that  uncompensated  care  burden,  having  increased 
over  200  percentage  points  in  the  last  5  years. 

Inflation  has  also  taken  its  toll.  In  each  of  the  last  5  years  the 
amount  of  adjustments  which  we  have  received  under  Medicare 
prospective  payment  have  been  less  than  the  uncontrollable  infla- 
tionary increases  which  our  hospitals  have  had  to  absorb. 

Needless  to  say,  these  impacts  have  had  a  dramatic  effect  on  the 
way  we  manage  our  institutions.  The  first  wave,  as  I  would  charac- 
terize it,  occurred  in  1985,  1986,  and  1987,  and  it  resulted  in  sub- 
stantial staffing  decreases  in  virtually  all  hospitals  in  northern 
California. 

At  Novato,  for  example,  we  were  required  to  reduce  our  manpow- 
er in  1987  by  14  percent.  These  were  budget  driven  decreases.  They 
were  not  volume  related  decreases.  That  simply  means  that  we  are 
asking  our  people  to  do  more  and  more  with  less  and  less. 

Now  we  are  seeing  the  second  wave  as  a  result  of  those  earlier 
actions  in  the  form  of  chronic  staffing  shortages  among  critical  pro- 
fessional and  technical  manpower.  Let  me  try  to  explain  how  that 
works. 

As  we  are  asking  our  staff  to  work  harder  and  harder  each  and 
every  year  and  as  we  are  unable  to  maintain  wage  parity  with 
other  sectors  of  the  health  care  industry  and  private  industry,  we 
are  seeing  our  best  and  brightest  personnel  leave  the  hospital  set- 
ting where  they  can  work  less  demanding  and  more  acceptable 
work  schedules  and  make  better  money  in  other  settings. 

This  is  creating  chronic  staffing  difficulties  not  just  for  nurses, 
with  which  I  am  sure  you  are  familiar,  but  for  pharmacists.  X-ray 
technicians,  laboratory  technicians,  and  registered  physical  thera- 
pists. When  this  occurs  it  has  the  obvious  effect  that  we  are  unable 
to  staff  critical  areas  of  our  hospitals  to  capacity.  In  San  Francisco, 
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for  example,  staffing  shortages  in  medical  surgical  units,  emergen- 
cy rooms  and  critical  care  units  resulted  in  diversion  of  patients 
from  the  hospitals  closest  and  most  able  to  serve  those  patients  be- 
cause they  simply  could  not  staff  at  capacity. 

In  Novato  the  situation  is  very  similar.  We  have  frequently  had 
to  transfer  patients  from  our  emergency  department  to  other  facili- 
ties because  we  could  not  accommodate  them  in  our  intensive  care 
unit  which  we  had  staffing  vacancies  for  and  could  not  run  at  ca- 
pacity. 

The  President's  proposed  1991  budget  reductions  would  further 
exacerbate  and  continue  that  vicious  cycle.  In  California  the  pro- 
posed reductions  would  amount  to  $364  million,  43  percent  of 
which  would  come  from  northern  California  hospitals.  We  simply 
cannot  continue  to  absorb  those  kind  of  major  cuts  and  provide  the 
same  level  of  quality  and  access  that  we  have  in  the  past. 

Of  even  greater  consideration  to  me  as  the  administrator  of 
Novato  Community  Hospital,  is  the  proposed  reduction  in  the  cap- 
ital cost  passthrough.  Novato  Community  Hospital  occupies  a  30- 
year-old  wood  frame  building  which  is  at  the  end  of  its  functional 
and  useful  life.  That  building  must  be  replaced,  and  we  plan  to  do 
so  in  1991  at  a  cost  estimated  at  $25  million.  If  the  capital  pass- 
through  cuts  are  implemented  as  proposed,  that  would  mean  a  loss 
to  our  facility  of  $100,000  in  Medicare  capital  reimbursement  each 
and  every  year  which  could  very  well  jeopardize  the  feasibility  of 
that  very  necessary  replacement  project.  Without  it,  there  will 
simply  not  be  a  Novato  Community  Hospital  in  the  long-term 
future. 

Finally,  I  would  like  to  make  a  brief  comment  relative  to  the  pro- 
posed 10  percent  cut  in  outpatient  reimbursement.  It  simply  defies 
all  logic  that  with  the  fundamental  premise  of  prospective  payment 
being  to  shift  payments  into  the  outpatient  setting,  we  are  now 
going  to  impact  that  shift  with  a  10  percent  reimbursement  cut. 

Madam  Chairperson,  the  bottom  line  is  we  view  these  and  other 
proposed  Medicare  cuts  as  arbitrary  and  lacking  in  common  sense. 
Your  hospitals  resent  continually  having  to  defend  themselves  and 
struggle  against  these  unreasonable  and  potentially  crippling  Medi- 
care cuts.  We  ask  you  please  not  to  ask  us  once  again  to  absorb  a 
disproportionate  share  of  the  necessary  Federal  budget  reduction. 
Thank  you. 

[The  prepared  statement  of  Messrs.  Grey  and  Sloane  may  be 
found  at  end  of  hearing.] 

Mrs.  Boxer.  Thank  you  very  much.  Our  final  witness  of  this 
panel  is  Bob  Sloane  who  at  the  present  time  is  the  chief  executive 
officer  and  president  of  the  Anaheim  Memorial  Hospital  in  Ana- 
heim, CA.  I  do  have  to  say  also,  he  is  on  the  board  of  directors  of 
the  Hospital  Council  of  Southern  California,  and  also  he  is  listed  in 
Who's  Who  in  the  West,  Who's  Who  in  America  and  Who's  Who  in 
the  World,  and  maybe  who's  who  in  whatever,  but  I  think  you  have 
covered  it  all. 

Let  me  just  say  that  I  am  really  happy  that  you  are  here  from 
southern  California,  because  when  I  went  down  there  to  talk  to 
your  council  I  was  shocked  to  hear  that  in  very  wealthy  Orange 
County  where  there  is  not  even  a  public  hospital,  the  stories  that  I 
heard,  and  this  might  shock  my  colleagues,  it  shocked  me,  is  that 
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there  are  women  in  Orange  County,  CA  who  are  standing  outside 
the  emergency  room  of  one  of  the  hospitals  there  waiting  to  go  into 
labor,  so  that  these  women  can  finally  get  some  medical  care,  and 
get  their  child  delivered,  having  had  no  prenatal  care —  just  wait- 
ing to  give  birth  in  an  emergency  room  where  they  would  not  be 
turned  away  if  they  already  were  in  labor. 

Now  when  I  heard  that  coming  out  of  Orange  County,  I  implored 
the  council  to  please  send  someone  to  this  hearing  today  because  I 
think  it  is  very  shocking,  and  I  think  as  the  President  contem- 
plates taking  $5  billion  plus  out  of  Medicare,  which  will  put  even 
more  pressure  on  hospitals  to  close  their  emergency  rooms,  that 
this  Committee  needs  to  know  the  impact  of  these  kinds  of  faceless 
number  cuts. 

Mr.  Sloane,  perhaps  you  can  help  us  put  it  into  perspective,  so 
please  proceed. 

STATEMENT  OF  ROBERT  SLOANE,  CHIEF  EXECUTIVE  OFFICER 
AND  PRESIDENT,  ANAHEIM  MEMORIAL  HOSPITAL,  ANAHEIM,  CA 

Mr.  Sloane.  Thank  you  very  much,  Madam  Chairperson  and 
members.  Along  with  Joel  Grey,  I  really  thank  you  for  the  opportu- 
nity to  bring  you  California  hospitals'  reaction  to  the  Administra- 
tion's proposed  fiscal  year  1991  budget. 

I  will  have  a  few  statistics  from  Orange  County.  Orange  County, 
there  is  a  population  there  in  which  the  hospitals  serve  about  2.3 
million  individuals.  There  are  37  acute  hospitals  in  Orange  County. 

Also,  I  can  give  you  a  little  bit  of  information  from  our  own  hos- 
pital, Anaheim  Memorial  Hospital.  Statewide,  of  course,  the  figures 
you  have  heard,  that  California  hospitals  accounted  for  902,000  or 
almost  9  percent  of  Medicare  discharges. 

Southern  California  hospitals  total  margin  fell  from  7.6  percent 
in  1984  to  4.1  percent  by  1987,  and  during  the  same  period,  the  pa- 
tient cure  margins  which  is  really  the  most  important  figure  fell 
from  0.83  percent  to  minus  2.9  percent  and  in  1989  the  patient  cure 
margin  fell  further  to  a  minus  3.8  percent. 

WMle  total  patient  care  losses  in  southern  California  were  $393 
million,  there  was  a  loss  of  $474  million  from  Medicare  during 
1989.  Uncompensated  care  in  southern  California  grew  during  the 
last  6  years  from  $805  million  to  $1.85  billion. 

Southern  California  has  indeed  experienced  a  number  of  prob- 
lems. The  Medicare  margin  in  1988  for  Orange  County  hospitals, 
these  37  hospitals,  was  a  minus  10  percent.  Our  hospital,  Anaheim 
Memorial  Hospital,  realized  only  41  percent  of  our  total  Medicare 
charges  and  this,  with  50  percent  of  all  of  our  discharges  at  the 
hospital  were  Medicare,  which  is  59  percent  of  our  patient  days.  So 
this  indeed  has  been  a  problem. 

The  President's  fiscal  year  1991  budget  would  cut  $4.1  billion 
from  the  Nation's  hospitals,  as  you  know.  At  least  $364  million 
would  come  from  California,  of  which  $180  million  from  southern 
California  hospitals. 

This  has  created  very  serious  implications  for  all  hospitals.  As  a 
starter,  what  it  would  do  is  hasten  the  collapse  of  California's 
emergency  and  trauma  care  system  which  has  already  seen  the  clo- 
sure of  13  trauma  centers  in  southern  California. 
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This  has  created  a  further  impact  on  other  emergency  rooms  in 
terms  of  compensation,  and  many  hospitals  are  seriously  consider- 
ing downgrading  from  the  basic  category  to  a  standby  receiving  or 
a  lower  category  of  emergency  care. 

Major  reductions  in  the  PPS  update,  capital  and  medical  educa- 
tion would  require  increased  subsidies  for  Medicare  services,  which 
deny  support  for  special  services,  such  as,  of  course,  the  emergency 
and  trauma  care  which  I  just  mentioned  and  a  number  of  activities 
that  the  hospitals  are  engaged  in  to  service  the  community. 

Screening  for  us  is  a  very  important  component.  We  screen  thou- 
sands of  seniors  at  no  cost  to  them,  among  other  activities  and 
school  children  and  so  forth,  and  one  must  seriously  look  at  those 
expenditures  with  the  decreases  in  costs. 

The  cuts  in  medical  education  payments  would  cost  California's 
teaching  hospitals  over  $72  million  in  just  fiscal  year  1991.  This 
would  be  a  37  percent  reduction  from  the  fiscal  year  1990  pay- 
ments. The  proposed  reduction  would  exacerbate  a  vulnerable  fi- 
nancial situation  of  which  I  have  spoken  and  adversely  affect 
access  to  care,  especially  for  the  indigent  and  low  income  patients. 

The  largest  ever  proposed  capital  payment  reductions  would  in- 
discriminately penalize  hospitals.  California's  hospitals  would  lose 
over  $148  million.  Southern  California  would  lose  $75  million.  Our 
hospital  would  lose  $1  million  in  a  year. 

The  other  factor  which  I  would  like  to  briefly  mention  is  that 
Orange  County  hospitals  had  to  cost-shift  over  $198  million  to  the 
private  sector  which  has  obviously  hurt  the  problems  of  small  busi- 
ness and  other  businesses  in  the  private  economy. 

I  thank  you  very  much  for  the  opportunity  to  speak. 

Mrs.  Boxer.  I  thank  you  very  much,  and  mentioning  cost-shifting 
is  important  because  somebody  is  picking  up  the  bill.  Obviously, 
you  can  absorb  just  so  many  losses  and  somebody  is  picking  up  the 
bill. 

So  when  President  Bush  says  no  new  taxes,  somebody  is  paying, 
and  that  is  the  great  mystery. 

At  this  point,  I  would  like  to  see  if  Mr.  Wise  has  some  questions. 

Mr.  Wise.  Thank  you,  Mada^i  Chair,  I  have  two  quick  questions. 
I  am  going  to  foUowup  on  your  question.  Madam  Chair. 

In  West  Virginia  who  is  picking  up  the  tab?  Because  I  recall  in 
discussions  you  and  I  have  had  in  your  organization,  if  you  take — 
and  if  you  would  help  me  out,  between  Medicare,  Medicaid,  uncom- 
pensated care  and  our  own  problematic  state  insurance  system, 
that  is  for  state  employees  of  PEIA,  I  believe  that  is  roughly  70 
percent  of  your  revenues,  is  it  not  or  lack  thereof?  Greg,  is  that 
revenues  or  patients? 

Mr.  Johnson.  Revenue. 

Mr.  Wise.  So  that  means  that  30  percent  of  revenues  are  private 
pay? 

Mr.  Johnson.  Or  commercial  insurance. 

Mr.  Wise.  So  when  we  talk  about  cost-shifting — and  you  used 
some  examples  of  what  you  would  have  to  do  if  these  Medicare  cuts 
went  into  effect  in  West  Virginia — we  are  talking  about  30  percent 
of  the  revenues  having  to  pick  up  for  70  percent,  in  effect,  what  the 
70  percent  is  not  paying.  Is  that  correct? 
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Mr.  Johnson.  That  is  correct,  I  increased  my  rates  11.5  percent 
January  1.  The  net  of  that  was  about  a  3.5  percent  effect  because 
only  30  percent  of  the  patients  pay  the  11.5  percent  increase. 

Mr.  Wise.  Well,  that  is  who  is  paying.  The  other  question  I  had, 
Mr.  Johnson  concerns  obstetrics  which  is,  in  a  rural  area,  one  of 
great  concern.  We  have  been  seeing  a  steady  decline  in  those  will- 
ing to  be  involved  in  OB/GYN  services. 

Could  you  discuss  a  little  more  and  elaborate  some  on  what 
would  happen  for  instance  if  you  had  to  close  out  your  obstetrics 
practice  or  obstetrics  program  at  Summersville? 

Mr.  Johnson.  First  of  all,  75  percent  of  the  mothers  who  deliv- 
ered at  our  hospital  last  year  were  Medicaid-sponsored  mothers.  In- 
cidently,  our  State  ranks  No.  1  in  teenage  pregnancies.  If  we  closed 
down  our  obstetrical  program,  and  there  is  a  real  possibility  we 
will  be  doing  that,  mothers  in  need  of  prenatal  care,  mothers  in 
labor  are  going  to  be  driving  anjrwhere  from  an  IV2  to  2V2  hours 
for  medical  attention. 

Mr.  Wise.  And  that  would  also  apply  to  those  seeking  prenatal 
care,  I  take  it.  Where  would  they  be  going? 

Mr.  Johnson.  Charleston,  which  is  87  miles  from  my  hospital. 
Beckley,  which  is  60  miles  from  my  hospital. 

Mr.  Wise.  Thank  you  very  much. 

Mrs.  Boxer.  Can  I  just  follow  up?  What  if  Charleston  closes?  I 
mean,  in  other  words,  where  does  this  end? 

Mr.  Johnson.  Well,  funny  you  should  mention  that.  As  a  result 
of  some  concern  among  the  obstetricians  in  Charleston,  a  number 
have  quit  delivering  babies.  They  are  still  doing  gynecological 
work,  but  there  are  a  number  who  have  quit  doing  obstetrics  be- 
cause of  a  large  malpractice  award  about  a  month  ago,  $15.75  mil- 
lion. No  one  can  buy  malpractice  insurance  with  those  kinds  of 
limits.  So  there  are  a  number  of  doctors  who  are  getting  out  of  the 
baby  business,  and  then  it  is  Morgantown,  WV  which  is  2  hours 
away. 

Mr.  GuNDLAH.  Madam  Chairman,  could  I  add  to  that? 
Mrs.  Boxer.  Certainly. 

Mr.  GuNDLAH.  I  think  we  are  missing  an  important  point  here. 

Mrs.  Boxer.  Go  right  ahead  and  then  I  will  ask  Mr.  Wise. 

Mr.  GuNDLAH.  What  happens  in  some  of  these  cases  is  there  is 
no  prenatal  care.  We  end  up  having  mothers  present  in  emergency 
rooms  without  having  had  any  prenatal  care  and  this  just  contin- 
ues to  increase  the  risk  of  obstetrics  and  the  problem  is  snowball- 
ing. 

So  that  it  is  a  real  problem  of  access.  We  have  had  a  similar  situ- 
ation in  Olean  and  we  were  successfully  finally,  in  cooperation 
with  a  medical  group  that  is  in  our  community,  of  recruiting  three 
new  obstetricians  and  if  it  had  not  been  for  that,  people  would 
have  had  to  go  to  Buffalo  or  Jamestown  or  some  place  miles  away 
from  Olean. 

But  this  is  a  problem  throughout  the  country,  and  it  is  not  going 
to  be  easy  to  solve. 
Mrs.  Boxer.  Mr.  Wise? 

Mr.  Wise.  I  would  just  like  to  follow  up,  Greg.  What  you  are  ob- 
serving in  your  region,  you  talked  about  a  five  county  region, 
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would  you  say  that  that  is  fairly  representative  of  what  is  happen- 
ing across  our  state,  the  decline  of  OB/ GYN  services? 

Mr.  Johnson.  Most  definitely,  there  are  12  hospitals  under  100 
beds  still  in  the  OB  business.  There  is  only  1  of  the  12  that  has 
more  than  one  obstetrician;  21  obstetricians  are  in  West  Virginia 
through  the  National  Health  Service  Corps,  their  commitment  is 
up  in  1992  or  actually  1991.  So  there  is  a  real  possibility  that — 
those  are  all  physicians  in  rural  communities  and  they  are  going  to 
be  leaving,  and  it  is  going  to  happen  all  over  the  state. 

Mrs.  Boxer.  Let  me  ask  you  this,  if  you  stop,  you  say  you  are 
going  to  stop  the  OB/GYN  in  your  rural  hospital.  Do  you  have  an 
emergency  room? 

Mr.  Johnson.  Yes,  we  do. 

Mrs.  Boxer.  Will  these  women  do  what  they  are  doing  in  Orange 
County  and  just  hang  around  outside  the  emergency  room  and 
then  you  will  have  to  take  them.  Is  that  right? 

Mr.  Johnson.  There  is  one  group  of  three  physicians  still  deliver- 
ing babies  and  we  hope  to  work  out  a  deal  with  the  State  of  West 
Virginia  where  they  will  get  more  reimbursement  that  will  enable 
them  to  pay  the  additional  cost  for  malpractice  insurance,  but  that 
one  group  takes  new  obstetrical  patients  the  first  Monday  of  each 
month  and  they  turn  people  away.  They  leave  them  on  their  door- 
step literally. 

Mrs.  Boxer.  Well,  it  is  not  any  great  surprise  that  we  see  we  are 
now  22d  in  infant  mortality.  You  know,  this  is  an  absolute  shame 
on  our  country,  and  I  do  not  know  where  the  outrage  is.  You  are 
just  much  too  dignified  and  too  reasoned  for  what  you  are  telling 
us  today. 

Mr.  Houghton? 

Mr.  Houghton.  Thank  you  very  much.  I  would  like  to  ask  Mr. 
Gundlah  a  couple  of  questions  if  he  would  not  mind.  The  first  ques- 
tion is,  you  talk  about  the  Medicare  Prospective  Payment  System, 
the  PPS  and  then  also  the  DRGs  and  in  effect  you  wrap  it  up  by 
saying  in  your  testimony  that  they  really  do  not  adequately  reflect 
the  true  cost  to  the  hospitals,  and  you  may  want  to  talk  about  that 
just  a  second. 

The  second  thing  is  this,  assuming  that  0MB  or  Rostenkowski  or 
anyone  else  had  not  mentioned  cutting  Part  A  of  Medicare  by  be- 
tween $1.7  or  $3.3  billion?  Would  that  really  solve  your  problem?  Is 
that  the  critical  issue  here? 

So  maybe  you  could  talk  about  the  PPS  and  the  DRGs  for  a 
moment  and  then  go  on  to  the  more  general  one. 

Mr.  Gundlah.  One  of  the  problems  with  PPS  is  New  York  State 
was  on  an  experiment  between  1983  and  1986.  We  were  not  in  the 
DRG  program,  and  that  was  again  at  the  pressure  of  the  Depart- 
ment of  Health  and  the  Federal  Government  saved  money  because 
there  was  less  reimbursement  coming  into  hospitals  in  New  York 
State  as  a  result  of  our  experiment  in  those  three  years. 

During  that  period  of  time,  some  hospitals  were  able  to  build 
some  reserves  so  that  now  we  are  3  years  behind  the  Nation,  and 
this  is  why  some  of  the  statistics  I  mentioned  are  so  appalling,  the 
numbers  of  employees  we  have,  et  cetera. 
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In  1986  they  started  ratcheting  down  the  reimbursement  and 
that  was  the  time  at  which  New  York  State  came  into  the  situa- 
tion. 

These  gentlemen  have  talked  about  cost-shifting.  In  New  York 
State  we  cannot  cost-shift  because  all  non-Medicare  patients  are 
covered  by  a  State  DRG  program  for  which  the  State  sets  the  rates 
and  so  we  cannot  shift  our  costs  to  commercial  carriers,  to  self-pay 
patients,  they  all  pay  the  same  rate. 

I  do  not  loiow  where  the  solution  is,  but  I  know  that  it  is  not 
getting  solved  very  quickly,  and  if  the  President's  proposal  is  im- 
plemented, the  impact  in  New  York  State  is  $400  million,  added  to 
the  over  $500  million  deficit  from  1989  and  a  continuation  of  more 
during  1990.  So  that  it  is  a  very,  very  desperate  situation  and  there 
are  no  ready  solutions  to  the  problem. 

Mr.  Houghton.  Well,  let  me  just  go  to  the  more  general  for  a 
second.  You  know,  this  Committee  really  does  three  things.  It  tries 
to  listen  to  where  cost  should  be  increased,  where  the  cost  should 
be  held,  and  where  the  cost  should  be  cut.  There  is  very  little  of 
that  latter.  The  question  always  is  how  do  you  fit  or  reprioritize 
some  of  these  essential  elements  of  our  society  into  something 
called  Gramm-Rudman,  which  is  a  self-imposed  law. 

Now,  if  we  were  to  recommend  to  not  only  reinstate  but  increase 
part  A,  do  you  see,  or  any  of  you,  gentlemen,  see  other  areas  where 
we  might  make  some  cuts? 

Mr.  GuNDLAH.  I  think  that  the  hospitals  have  already  given.  And 
I  think  that  if  there  are  any  other  cuts,  they  have  to  be  in  the  non- 
hospital  sector. 

One  of  the  frustrating  problems  we  are  having  both — I  men- 
tioned the  Salamanca  District  Hospital.  We  are  working  with 
them,  and  we  will  continue  to  work  with  that  entity,  even  though 
they  are  closed.  We  have  another  small  rural  hospital,  Cuba  Memo- 
rial Hospital  that  we  are  working  with  to  try  to  preserve  those  en- 
tities. 

We  have  also  been  told  for  many  years  by  the  state  and  by  the 
HSAs  that  we  have  to  eliminate  duplications  of  services  in  small 
communities.  We  recently  started  discussions  with  a  Catholic  hos- 
pital in  Olean  that  has  111  beds  and  services  are  duplicated  across 
the  board.  We  started  discussions  of  trying  to  eliminate  this 
through  dividing  up  services,  merger,  buyout,  whatever.  We  were 
immediately  informed  that  we  are  already  in  violation  of  the  anti- 
trust laws. 

So  here  we  have  State  and  Federal  agencies  that  are  saying  that 
you  have  to  cut  costs,  and  when  we  start  doing  something  that  is 
reasonable  and  rational,  we  end  up  being  in  opposition  with  the 
Department  of  Justice  and  the  Federal  Trade  Commission.  That 
problem  has  to  be  solved  in  many  other  parts  of  the  country.  We 
have  to  treat  health  care  probably  more  as  a  public  service  entity 
and  have  some  waivers  on  the  antitrust  laws. 

Mr.  Houghton.  But  if  you  thought  that  there  were  a  possibility 
of  merging  with  the  other  hospital  in  Olean  and  by  saving  the 
American  citizens  in  general,  particularly,  in  your  community 
some  real  costs,  would  that  be  a  good  idea? 

Mr.  GuNDLAH.  Certainly;  that  is  a  tremendous  idea. 
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Mr.  Houghton.  And  you  have  run  afoul  of  the  Department  of 
Justice  at  that  point. 

Mr.  GuNDLAH.  That  is  correct,  and  the  Federal  Trade  Commis- 
sion. We  already  have  asked  FTC  for  an  opinion  on  our  network  of 
three  hospitals.  And  the  opinion  is  not  forthcoming.  There  is  a  lot 
of  confusion  in  antitrust  as  applied  to  health  care,  but  I  think  Con- 
gress has  to  look  at  that  area  and  see  if  there  cannot  be  some  ex- 
ceptions made  to  solve  the  cost  problem. 

Mr.  Houghton.  Thank  you  very  much. 

Would  any  of  you  gentlemen  like  to  make  any  comments? 

Mr.  Johnson.  I  would  just  like  to  make  a  brief  comment.  Part  of 
the  problem  is  we  do  not  know  what  we  want  to  pay  for  in  Amer- 
ica. We  do  not  have  any  structuring  of  priorities  for  our  health 
care  system.  We  are  spending  a  lot  of  dollars  in  technological  war- 
fare between  hospitals.  I  think  that  is  what  Ted  is  saying.  So  that 
would  be  one  area,  I  think,  when  you  start  it  is,  what  do  we  want 
to  pay  for,  where  are  we  going  to  get  the  most  bang  for  our  buck? 
Are  we  going  to  get  the  bang  for  our  buck  for  every  hospital  having 
a  cardiac  catheterization  lab?  I  am  not  sure. 

Mrs.  Boxer.  Thank  you.  Did  you  want  to  make  a  comment? 

Mr.  Wise.  I  think  you  have  hit  on  something  very,  very  impor- 
tant. And  it  is  interesting,  because  I  think  that  all  of  us  have  per- 
haps shifted  our  thinking  some  over  the  past  10  years,  when  that 
idea  of  trying  to  sit  down — and  I  do  not  want  to  use  the  word  ra- 
tionalize health  care  or  whatever  was  anathema,  now  I  think  it  is 
important. 

And  I  notice  in  our  own  State  we  have  just  gotten  a  working  ar- 
rangement between  one  of  our  larger  hospitals  and  a  rural  hospi- 
tal, smaller  rural  hospital  on  our  mobil  MRI  unit,  for  instance, 
rather  than  having  everybody  try  to  go  out  and  do  MRI.  So  it  is  a 
good  point. 

Mr.  GuNDLAH.  That  is  what  we  are  doing  in  Olean.  We  have  an 
MRI  that  we  share  with  two  other  hospitals  in  western  New  York. 

I  would  like  to  plant  one  final  seed.  You  talk  about  cost  saving. 
We  should  be  looking  at  wellness  programs,  we  should  be  looking 
at  health  education  programs.  We  should  be  looking  at  incentives 
and  sanctions,  to  make  people  modify  their  lifestyle.  People  destroy 
themselves,  and  then  they  come  to  us  to  glue  them  back  together 
again.  And  we  cannot  afford  that  glue  any  longer. 

Mrs.  Boxer.  That  is  right.  And  I  will  tell  you,  if  the  inner  city 
hospitals  are  saying  that  they  are  now  sending  Army  physicians  to 
the  inner  city  to  learn  how  to  treat  war  wounds.  That  is  what 
this — the  hospitals  are  becoming  training  grounds  to  train  our 
Army  doctors  on  how  to  treat  war  wounds. 

The  hospitals  are  also  becoming  the  first  line  of  medical  care  for 
a  whole  class  of  our  citizens.  And  that  is  not  what  it  is  about. 

I  guess  in  summing  up — because  we  could  go  on  a  long  time,  we 
have  one  more  panel — I  am  shocked  that  there  is  a  rubella  out- 
break. How  many  years  is  it  since  we  discovered  the  rubella  vac- 
cine? Now  we  you  have  to  deal  with  a  rubella  outbreak.  It  gets  to 
your  point  about  the  lack  of  money  that  is  going  into  prevention 
and  wellness  and  so  on.  We  have  become  a  crisis  oriented  health 
care  system. 
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What  I  see  happening  as  I  go  around,  and  what  makes  me  so 
chagrined,  if  you  will — it  is  an  understatement —  is  that  we  have 
hospitals  saying  that  it  used  to  be  Medicare  would  reimburse  them 
enough  so  they  could  use  that  to  subsidize  some  of  the  other  things 
they  were  doing.  Now  Medicare  is  ratcheting  down,  so  we  have 
major  problems.  How  are  we  going  to  keep  on  shifting  costs?  And 
when  we  stop  giving  obstetrical  care  and  gjniecological  care  in  hos- 
pitals, like  rural  hospitals,  and  then  people  go  to  the  emergency 
rooms,  and  then  emergency  rooms  close  down — which  is  starting  to 
happen — such  as  in  Orange  County  where  three  hospitals  closed 
their  emergency  rooms,  where  do  they  go  next? 

So  I  do  not  know  what  it  is  going  to  take  to  move  this  Adminis- 
tration, frankly,  and  this  Congress  to  understand.  We  already  see 
homeless  people  in  the  streets.  In  San  Francisco,  I  came  back  from 
an  event  at  a  law  school  and  went  to  my  car  and  had  to  climb  over 
homeless  people.  Now  we  are  going  to  start  climbing  over  sick 
people.  Women  will  start  having  babies  in  parking  lots. 

So  I  guess  I  do  not  know  what  it  takes  until  we  understand  that 
we  are  in  a  crisis  here.  And  you  have  helped  us,  I  think,  by  telling 
us,  as  one  of  you  said,  that  you  have  cut  to  the  bone.  And  after 
that  point,  there  is  really  nothing  left.  We  will  not  have  anything 
to  offer. 

I  want  to  thank  this  panel  very  much  for  very  important  testimo- 
ny. It  is  very  helpful  to  us.  We  will  call  on  you  as  we  develop  our 
numbers.  Thank  you  very  much. 

Our  last  panel,  if  you  would  come  forward.  We  want  to  hear 
from  the  Veterans  Hospitals,  John  Bollinger,  associate  legislative 
director,  Paralyzed  Veterans;  Jesse  Brown,  executive  director  of 
Disabled  American  Veterans;  Robert  Jones,  executive  director  of 
AMVETS;  Jim  Magill,  legislative  director.  Veterans  of  Foreign 
Wars;  and  Philip  Riggin,  legislative  director  of  the  American 
Legion. 

Due  to  time  constraints,  we  are  going  to  try  to  hold  you  to  5  min- 
utes of  summary.  Thank  you,  Mr.  Wise,  by  the  way. 

STATEMENT  OF  ROBERT  L.  JONES,  EXECUTIVE  DIRECTOR, 

AMVETS 

Mr.  Jones.  Good  afternoon.  Madam  Chairperson,  members  of  the 
Task  Force.  On  behalf  of  AMVETS,  Disabled  American  Veterans, 
the  Paralyzed  Veterans  of  America,  and  the  Veterans  of  Foreign 
Wars,  I  would  like  to  thank  you  for  this  opportunity  to  present  an 
overview  of  funding  requirements  for  the  Department  of  Veterans' 
Affairs,  which  is  based  on  our  independent  assessment  of  veteran 
needs. 

As  you  are  aware,  this  is  the  fourth  year  that  we  have  developed 
this  independent  assessment,  and  each  year  we  gain  a  firmer  grip 
on  the  issues  confronting  veterans  and,  what  is  necessary  to  insure 
that  veterans  receive  the  benefits  to  which  they  are  entitled  in  a 
timely,  cost-efficient  manner.  We  compliment  Secretary  Derwinski 
for  the  obvious  positive  impact  that  he  has  had  on  the  Administra- 
tion's budget  submission. 

At  first  glance,  the  funding  requirements  that  are  detailed  in  the 
independent  budget  differ  significantly  from  the  Administration's 
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budget.  However,  the  differences  are  due  to  perceptions  of  reasona- 
ble access  to  benefits  to  which  we  veterans  are  entitled,  and  to  the 
budget  development  process. 

While  we  recognize  that  the  Congress  has  added  substantially  to 
inadequate  Administration  budgets  for  veterans  programs  in  recent 
years,  there  remain  large  and  critical  gaps  in  veterans  programs 
that  evoke  the  following  types  of  questions:  Is  it  reasonable  for  a 
veteran  to  expect  to  wait  150  days  for  a  claim  for  benefits  to  be 
adjudicated  or  to  wait  3  months  for  a  visit  to  a  specialty  outpatient 
clinic?  In  developing  a  VA  budget,  is  it  reasonable  to  start  from  the 
lowest  point  in  recent  years  in  the  number  of  patients  treated  in 
the  VA  medical  care  system  as  the  baseline  for  funding  require- 
ments? Or  is  it  better  to  establish  an  estimate  of  a  reasonable  level 
of  service  based  on  veteran  need  for  health  care  and  construct  a 
budget  to  meet  that  need? 

The  independent  budget  has  taken  the  latter  approach  as  the 
most  equitable  way  to  address  the  funding  problems.  Finally,  can 
the  VA  medical  centers  deliver  quality  state-of-the-art  care  with  in- 
adequate and  obsolete  equipment?  We  have  assessed  these  prob- 
lems in  our  independent  budget  and  conclude  that  the  fiscal  year 
1991  budget  proposed  by  the  President  will  not  provide  adequately 
for  veterans  programs. 

We  will  share  the  presentation  of  the  independent  budget  re- 
quirements for  fiscal  year  1991.  James  Magill  of  the  Veterans  of 
Foreign  Wars  will  present  the  construction  portion;  I  will  present 
the  National  Cemetery  System  Program;  Paul  Breuer  of  the  Dis- 
abled American  Veterans  will  present  general  accounting  or  oper- 
ating expenses  and  veterans  benefits;  and  John  Bollinger  of  the 
Paralyzed  Veterans  of  America  will  present  medical  programs. 

Madam  Chairperson,  with  your  concurrence  I  request  that 
AMVETS  statement  be  included  in  the  record. 

Mrs.  Boxer.  Without  objection  so  ordered. 

[The  prepared  statement  of  Noel  C.  Woosley,  National  Service 
Director,  AMVETS,  may  be  found  at  end  of  hearing.] 

STATEMENT  OF  JAMES  MAGILL,  LEGISLATIVE  DIRECTOR, 
VETERANS  OF  FOREIGN  WARS 

Mr.  Magill.  Thank  you  for  the  opportunity  to  present  the  views 
of  the  independent  budget  with  respect  to  the  Administration's 
fiscal  year  1991  budget  proposal  for  the  Department  of  Veterans' 
Affairs.  I  will  direct  my  statement  to  the  independent  budget  rec- 
ommendations as  it  pertains  to  the  VA's  construction  program. 

With  respect  to  major  construction  we  recommend  $666  million 
for  fiscal  year  1991  as  opposed  to  a  $530  million  recommendation 
by  the  Administration.  With  that  $666  million  total  we  have  recom- 
mended that  Congress  allocate  $42  million  for  the  advanced  plan- 
ning fund  and  the  design  fund.  That  is  approximately  $20  million 
more  than  the  Administration's  request. 

We  believe  a  more  generous  allocation  to  the  advanced  planning 
and  design  funds  would  accelerate  future  construction.  We  also  be- 
lieve this  larger  figure  would  insure  the  initiation  of  a  larger 
number  of  projects.  We  also  have  requested  $32  million  to  be  allo- 
cated to  construct  new  VA  nursing  homes.  We  do  appreciate  the 
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Administration  responding  to  the  need  for  additional  nursing 
homes  by  requesting  funds  to  construct  the  home  in  Palm  Beach 
FL.  However,  we  still  advocate  funding  that  would  permit  the  VA 
to  construct  four  120-bed  nursing  homes  this  year  and  in  future 
years. 

Finally,  our  major  construction  proposal  includes  $6.3  million  to 
acquire  land  for  national  cemeteries  in  states  that  do  not  have  an 
open  national  cemetery.  The  remaining  amount  of  the  major  con- 
struction funds  should  be  devoted  to  helping  to  reduce  the  other  5 
year  plans  fiscal  year  1991  medical  construction  requirements. 

As  stated  before,  we  hold  that  that  plan's  recommendations  are 
valid.  With  respect  to  minor  construction,  we  recommend  a  $285 
million  funding  level,  while  the  Administration  only  targets  $145 
million  for  this  essential  project.  You  will  notice  the  independent 
budget's  recommendation  this  year  significantly  exceeds  the  fiscal 
year  1990  appropriation.  This  reflects  our  continuing  concern  about 
the  VA's  urgent  updating  and  repair  needs.  As  we  all  know  most 
VA  buildings  were  constructed  during  the  1950's  and  therefore  the 
need  for  update  and  repair  are  increasing  rapidly. 

Most  of  the  recommended  $210  million  for  minor  funding 
projects  are  identified  for  medical  construction.  Of  that  amount  $42 
million  should  be  targeted  exclusively  to  convert  unused  medical 
center  beds  to  nursing  home  care.  This  $42  million  allocation 
should  be  sufficient  to  convert  2,000  beds  during  this  fiscal  year. 
We  have  also  requested  modest  amounts  within  the  minor  funding 
appropriation  to  support  VA  regional  office  and  existing  national 
cemetery  construction  projects. 

Fiscal  year  1991  independent  budget  recommends  $5  million  and 
$10  million  respectively  for  these  purposes.  Also  in  the  area  of 
minor  construction,  the  independent  budget  recommends  $60  mil- 
lion for  VA  construction  staff,  primarily  within  the  office  of  facili- 
ties. This  funding  should  permit  staffing  at  current  levels  and  is 
keeping  with  our  recommendation  that  the  VA  take  appropriate 
steps  to  establish  national  construction  priorities  and  improved 
construction  planning. 

This  concludes  my  portion.  And  I  would  now  ask  that  Bob  Jones 
introduce  the  next  member  of  the  panel. 

[The  prepared  statement  of  Larry  W.  Rivers,  Executive  Director, 
VFW,  may  be  found  at  end  of  hearing.] 

Mr.  Jones.  Madam  Chairperson,  in  last  year's  independent 
budget  the  service  organizations  observed  that  we  were  favorably 
impressed  with  the  manner  in  which  the  National  Cemetery  Serv- 
ices managed.  We  remain  so.  Given  minimum  budgetary  support 
the  National  Cemetery  Services  demonstrated  it  can  do  its  job  well 
within  the  fiscal  constraints  placed  upon  it. 

We  are  concerned,  however,  that  despite  effective  management 
the  cemetery  serviceability  to  perform  will  erode  under  continued 
fiscal  neglect.  There  are  indications  that  0MB  is  taking  the  ceme- 
tery service  down  the  same  path  as  the  Veterans'  Benefits  Admin- 
istration. A  disturbing  indicator  is  that  only  $640,000  was  appropri- 
ated for  the  purchase  of  much  needed  new  equipment  in  fiscal  year 
1989. 

The  equipment  backlog  has  grown  to  $6  million.  Unquestionably 
the  cemetery  service  workload  will  increase  significantly  through 
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the  foreseeable  future.  Additional  staffing  and  funds  for  new  equip- 
ment, and  equipment  maintenance  obviously  are  necessary  to  ac- 
commodate the  increased  workload.  The  VA's  fiscal  year  1991 
budget  submission  does  request  an  increase  of  $6.5  million,  which 
includes  funding  for  52  additional  staff  and  $2.2  million  for  equip- 
ment replacement. 

The  independent  budget  recommends  an  increase  of  $15  million 
which  includes  funding  for  92  additional  staff  and  $6  million  to  al- 
leviate the  equipment  backlog.  Even  though  $2.2  million  for  equip- 
ment replacement  is  requested  by  the  VA,  the  independent  budget 
estimates  that  the  existing  $6  million  backlog  will  grow  by  approxi- 
mately $300,000  with  the  VA  funding  request. 

The  Cemetery  Service  must  have  the  resources  to  provide  effi- 
cient and  compassionate  services  to  deceased  veterans  and  their 
families.  The  service  organizations  do  not  believe  that  they  will  be 
able  to  do  so  with  the  resources  requested  in  the  Administrations 
budget.  If  budgetary  neglect  continues,  our  national  cemeteries  will 
look  like  potter's  fields. 

The  independent  resource  recommendations  should  enable  an  ef- 
ficiently run  Cemetery  Service  to  provide  good  services  through 
fiscal  year  1991.  The  service  organization's  observations  are  cur- 
rently there  are  1.8  million  gravesites  maintained  by  the  Cemetery 
Service.  From  1983  to  present  internment  and  gravesite  mainte- 
nance increased  by  35  percent  and  10  percent  respectively. 

A  3  percent  workload  increase  each  year  for  the  next  two  dec- 
ades is  anticipated.  Burials  for  fiscal  year  1989  exceeded  60,000  are 
going  to  80,000  in  just  10  years.  There  were  56,000  burials  just  2 
years  ago.  There  are  no  more  national  cemetery  openings  sched- 
uled for  the  VA's  regional  concept.  However,  only  66  of  the  current 
113  national  cemeteries  are  open.  By  the  year  2000  only  37  will 
remain  open.  Six  additional  cemeteries  will  close  between  the  years 
2000  and  2020. 

VA  is  currently  considering  Fort  Sheridan,  XL,  which  will  be  a 
prime  acquisition  to  the  National  Cemetery  System.  The  fiscal  year 
1991  independent  budget  includes  $16.5  million  for  acquisition  of 
land  for  new  cemeteries,  maintenance  and  repair  of  existing  ceme- 
teries in  the  construction  recommendations  which  was  addressed 
by  my  colleague  from  the  VFW.  This  is  $6.5  million  in  addition  to 
that  requested  by  the  Administration. 

Madam  Chairman,  this  concludes  my  remarks.  I  will  be  followed 
by  Paul  Breuer  of  the  Disabled  American  Veterans. 

STATEMENT  OF  PAUL  J.  BREUER,  ASSOCIATE  NATIONAL 
LEGISLATIVE  DIRECTOR,  DISABLED  AMERICAN  VETERANS 

Mr.  Breuer.  On  behalf  of  the  more  than  1.3  million  members  of 
the  Disabled  American  Veterans  and  our  Ladies'  Auxiliary,  thank 
you  very  much  for  the  opportunity  to  appear  before  you  today  and 
testify. 

Before  proceeding  with  my  brief  comments  on  the  Veterans'  Ben- 
efits Administration,  I  would  like  to  make  a  couple  of  observations 
about  the  independent  budget. 

First,  the  independent  budget  does  not  seek  more  entitlements  or 
more  benefits  for  veterans.  We  fully  understand  that  Congress  is 
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faced  with  scarce  Federal  dollars  to  fund  Federal  domestic  pro- 
grams. The  overriding  objective  of  the  independent  budget  is 
simply  to  request  the  funds  necessary  to  deliver  currently  author- 
ized benefits  and  services  to  our  Nation's  veterans. 

Second,  in  their  recent  report  to  the  House  Committee  on  the 
Budget,  the  House  Veterans'  Affairs  Committee  relied  heavily 
upon  the  independent  budget  for  their  resource  recommendations 
for  the  VA. 

We  believe.  Madam  Chairman,  this  factor  lends  considerable 
credibility  toward  the  independent  budget  project.  Additionally,  the 
House  Veterans'  Affairs  Committee  added  over  $700  million  to  the 
President's  budget  recommendation  for  fiscal  year  1991. 

For  this  we  are  deeply  grateful  and  we  respectfully  request  the 
House  Budget  Committee  support  these  recommendations  in  their 
report  to  the  Committee  on  Appropriations. 

The  Veterans'  Benefit  Administration  (VBA),  component  of  the 
VA,  is  charged  with  the  responsibility  of  providing  nonmedical  ben- 
efits such  as  compensation,  pension,  education,  home  loan  guaran- 
ty, and  vocational  rehabilitation  for  our  Nation's  veterans,  and 
they  do  this  through  a  nationwide  organization  of  58  VA  regional 
offices. 

Over  the  past  decade.  Madam  Chairman,  VBA  components  have 
been  plagued  by  FTE  reductions  attributed  to  ADP  modernization 
and  so-called  savings.  The  consequences  of  these  reductions  have 
come  home  to  roost  in  that  the  delivery  of  benefits  and  services  to 
our  Nation's  veterans  are  grossly  inadequate,  and  will  deteriorate 
further  if  the  limited  resources  requested  by  the  VA  in  the  fiscal 
year  1991  budget  are  provided.  Yet,  increasingly,  the  Administra- 
tion's budget  request  includes  a  decrease  of  266  VBA  FTE's. 

How  can  fewer  employees.  Madam  Chairman,  stop  further  dete- 
rioration in  the  current  unacceptable  level  of  service  to  veterans, 
as  illustrated  by  a  quadrupling  increase  in  the  compensation  and 
pension  pending  claims  backlog  from  167,000  claims  pending  in 
1987  to  over  670,000  claims  pending  in  1989,  with  a  corresponding 
deterioration  in  quality  and  timeliness  of  claims  adjudication;  1.7 
million  veterans  a  year  being  unable  to  reach  a  Veterans  Benefits 
counselor  by  telephone,  and  intolerable  delays  for  service  connect- 
ed disabled  veterans  seeking  vocational  rehabilitation  services 
where  they  must  wait  100  days  for  a  simple  interview,  following 
application  for  this  benefit. 

The  reasons  for  this.  Madam  Chairman,  are  clear.  Compensation, 
pension  and  education  adjudicative  personnel  within  VBA  have 
been  reduced  39  percent  over  the  past  decade.  Over  50  percent  of 
compensation,  pension  and  education  operations  are  not  fully  inte- 
grated with  ADP  operations. 

During  fiscal  year  1989  nearly  20  percent  of  VA  adjudicative  per- 
sonnel nationwide  were  trainees:  50  percent  in  Milwaukee  and 
Denver;  44  percent  in  Chicago;  and  42  percent  in  St.  Louis.  Stated 
bluntly,  Madam  Chairman,  VBA  operations  must  be  adequately 
staffed  and  funded  to  provide  timely  and  quality  claims  adjudica- 
tion to  our  Nation's  veterans,  as  intended  by  Congress. 

The  cornerstone  of  restoring  good  service  to  veterans  is  adequate 
funding  for  the  newly  revitalized  ADP  modernization  program  with 
an  immediate  infusion  of  FTE  to  reverse  this  deterioration. 
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For  VBA,  the  primary  recommendation  of  the  independent 
budget  is  an  immediate  increase  of  734  FTE  to  be  deployed  as  fol- 
lows: In  the  Veterans  Services  Division,  195  FTE;  in  Compound  and 
Education  Service,  365  FTE;  in  Loan  Guarantee,  105  FTE;  and  in 
Vocational  Rehabilitation,  69  FTE. 

These  additional  FTE's  should  be  provided  by  a  1990  supplemen- 
tal appropriation  and  maintained  throughout  1991.  The  annualized 
cost  of  this  recommendation,  Madam  Chairman,  is  very  modest.  It 
is  $25  million,  or  less  than  $1  for  each  of  our  Nation's  27.1  million 
veterans. 

That  concludes  my  comments. 

[Prepared  statement  of  Mr.  Breuer  may  be  found  at  end  of  hear- 
ing.] 

Mrs.  Boxer.  Thank  you. 

STATEMENT  OF  JOHN  BOLLINGER,  PARALYZED  VETERANS  OF 

AMERICA 

Mr.  Bollinger.  Madam  Chairman,  thank  you  very  much.  Con- 
gressman Wise.  Let  me  start  out  by  sajdng  that  we  truly  do  appre- 
ciate the  fact  that  you  have  included  us  in  this  hearing  today, 
thank  you. 

When  we  came  before  you  a  year  ago,  it  was  just  a  few  months 
after  VA  had  disclosed  for  the  first  time  the  enormous  funding 
shortfalls  that  they  had  experienced.  Unfortunately,  this  year  at 
this  time  we  are  facing  a  lot  of  those  same  problems,  and  we  fear 
that  despite  a  relatively  good  budget  recommendation  on  the  part 
of  the  Administration,  we  are  going  to  be  facing  those  same  prob- 
lems next  year  at  this  time. 

And  let  me  tell  you  why.  In  our  preparation  for  the  independent 
budget,  last  November  1989,  we  did  a  survey  of  24  representative 
hospitals  throughout  the  country,  large  and  small  hospitals  all  over 
the  Nation,  and  every  hospital  reported  the  deficits  were  still  being 
absorbed  by  workload  cutbacks  and  the  use  of  funds  intended  for 
equipment  purchase,  building  maintenance  and  repair,  personal 
salaries,  and  contract  health  care  services  such  as  community  nurs- 
ing home  care. 

We  also  found  that  a  residual  deficit  ranging  from  $1  to  $4  mil- 
lion per  hospital  after  receiving  their  share  of  the  belated  1989  sup- 
plemental appropriation,  existed. 

We  found  that  there  were  multimillion  dollar  backlogs  ranging 
from  $1  to  $17  million  in  needed  but  unpurchased  equipment. 

We  found  that  they  needed  between  20  and  50  nurses  per  hospi- 
tal, particularly  in  intensive  care.  Waiting  times  in  some  of  the 
specialty  clinics  were  up  to  6  months.  Projected  funding  shortfalls 
for  fiscal  year  1990  ranged  from  $40,000  to  $50,000  for  prosthetic 
services  and  equipment  such  as  wheelchairs  and  leg  braces,  even 
though  fiscal  year  1989  nonrecurring  supplemental  dollars  were  in- 
vested in  prosthetics. 

And  in  every  single  hospital  there  was  low  morale  reported.  Just 
recently — a  report  from  the  medical  center  in  Minneapolis,  a  $12.1 
million  shortfall  which  included  activation  money.  In  Loma  Linda, 
a  denial  of  Category  B  and  Category  C  veterans  except  in  emergen- 
cy situations. 
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The  Administration's  budget  request  represents  an  approximate 
8  percent  increase  in  medical  care  over  this  year.  At  the  same 
time,  medical  inflation  rates  have  been  running  8  to  10  percent  for 
the  past  several  years. 

In  comparison  to  other  Federal  health  entities,  Veterans  health 
services,  have  not  received  their  fair  share  of  Federal  health  dol- 
lars to  keep  up  with  inflation.  For  example,  since  1985,  Medicare 
has  received  a  44-percent  increase.  Medicaid  received  a  58-percent 
increase.  Over  that  same  period  of  time,  Veterans  health  care  re- 
ceived an  18-percent  increase,  and  in  the  case  of  research,  it  was  a 
7-percent  decline. 

Discounting  the  inflation  entirely,  VA  funding  during  this  period 
has  actually  been  decremental.  The  point  we  are  making  is  that  al- 
though the  8  percent  increase  is  welcome,  it  just  does  not  solve  the 
problems  that  we  face. 

It  is  important  to  understand,  we  believe,  that  although  the 
President's  budget  would  increase  the  requested  budget  authority 
by  $1.2  billion  over  the  fiscal  year  1990  level,  most  of  that  amount 
is  going  to  be  absorbed  by  salary  increases  which  are  over  $400  mil- 
lion; the  activation  of  new  facilities,  over  $200  million  plus;  infla- 
tion and  rate  changes,  another  $200  million. 

So  when  you  get  done  with  all  of  this,  there  is  truly  very  little 
left  for  actual  hands-on  health  care.  So  hospitals,  like  in  Philadel- 
phia, in  New  York,  in  Huntington,  in  Minneapolis,  in  San  Francis- 
co will  experience  very  little  change  by  this  time  next  year  in  spite 
of  this  money. 

Just  very  briefly,  the  independent  budget  has  recommended  $13 
billion  to  meet  current  services.  Our  total  recommendation  for 
health  care  is  $13.4  billion.  We  are  very  appreciative  of  the  fact 
that  Mr.  Schumer  introduced  a  bill  on  February  20  that  also  re- 
quests this  exact  amount. 

Just  very  briefly,  in  regard  to  AIDS  and  the  impact  that  it  is 
having  on  the  VA  medical  care  system — the  Department  expects 
4,260  new  patients  in  fiscal  year  1991,  3,300  readmissions  from  pre- 
vious years,  and  in  addition,  they  expect  to  follow  7,500  outpatients 
for  the  treatment  of  AIDS. 

The  VA  will  be  treating  in  excess  of  7  percent  of  all  AIDS  pa- 
tients in  the  United  States.  Incremental  increases  in  funding  to 
help  cover  AIDS  treatment  have  simply  not  kept  pace  with  the  cost 
and  demand  for  service. 

A  conservative  estimate  indicates  the  VA  will  pay  $60  million 
just  for  AZT  next  year.  Collective  inpatient,  outpatient  and  drug 
costs  could  run  as  high  as  $220  million  for  AIDS  treatment,  which 
contrasts  with  the  expected  $127  million  for  the  current  fiscal  year. 

And  just  wrapping  up.  Madam  Chairman,  a  word  about  the 
peace  dividend.  In  preparing  your  302(a)  allocation  and  budget 
levels  for  the  Department  of  Veterans'  Affairs,  we  believe  it  is  im- 
portant to  look  at  the  following  points. 

Congress  is  apparently  considering  potential  savings  in  defense 
spending,  perhaps  $8  to  $10  billion  over  the  next  number  of  years. 
Part  of  those  savings  stem  from  the  fact  that  we  are  about  to 
create  a  whole  new  corps  of  veterans. 

Anticipated  troop  reduction  this  year  and  next  year  are  in  excess 
of  100,000  personnel.  The  Department  has  admitted  to  us  that  their 
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fiscal  year  1991  budget  request  and  future  budget  projections  make 
no  allowance  for  this  increase  in  the  demand  for  services:  health 
care  benefits,  counseling,  rehabilitation,  education,  training,  that 
these  new  veterans  will  bring  to  the  system. 

In  our  opinion  the  DVA  budget  is  not  sufficient  to  provide  proper 
care  and  services  for  currently  eligible  veterans,  let  alone  the  thou- 
sands of  new  veterans  that  will  be  coming  into  the  system. 

I  will  close  at  that  point.  Madam  Chairman,  thank  you  very 
much. 

[The  prepared  statement  of  R.  Jack  Powell,  Executive  Director, 
Paralyzed  Veterans  of  America,  may  be  found  at  end  of  hearing] 

Mrs.  Boxer.  Thank  you  very  much.  Is  there  anything  else  the 
panel  wishes  to  add? 

Mr.  RiGGiN.  Madam  Chairman,  on  behalf  of  the  American 
Legion  I  have  a  brief  statement  to  make. 

Mrs.  Boxer.  Surely. 

STATEMENT  OF  E.  PHILIP  RIGGIN,  DIRECTOR,  NATIONAL 
LEGISLATIVE  COMMISSION,  THE  AMERICAN  LEGION 

Mr.  RiGGiN.  We  would  like  to  join  our  colleagues  here  at  the 
table,  first  of  all,  thanking  you  for  holding  this  hearing  and  invit- 
ing us  over  here  to  present  our  respective  views  on  the  VA  budget 
for  fiscal  year  1991. 

On  behalf  of  the  American  Legion,  I  intend  to  limit  my  com- 
ments very  briefly  to  VA  health  care.  Specifically,  the  American 
Legion  is  a  firm  believer,  that  a  fair  analysis  of  VA's  budgetary 
needs  for  fiscal  year  1991  and  beyond,  in  fact,  should  carefully  con- 
sider three  factors.  Those  factors  are:  The  Department's  budgetary 
performance  in  recent  years;  its  role  as  a  national  resource;  and  its 
appropriate  ranking  among  Federal  budgetary  priorities  across  the 
board. 

Our  assessment  of  VA's  budgetary  performance  leads  us  to  a 
firm  conclusion  that  the  Department  has  been  a  model  of  fiscal  re- 
straint during  the  past  decade. 

Since  1980  the  annual  allocation  of  taxpayer  dollars  to  VA  has 
increased  by  38  percent.  Over  the  same  period,  the  annual  expendi- 
ture for  all  Federal  budgetary  obligations  has  increased  by  130  per- 
cent. 

As  a  national  resource,  the  VA  medical  care  system  continues  to 
be  the  single  largest  trainer  of  health  care  manpower  in  the 
United  States.  Through  its  affiliation  with  103  of  the  Nation's  med- 
ical schools,  VA  is  the  place  where  50,000  residents  and  medical 
students  receive  a  portion  of  their  training  each  year. 

Medical  and  prosthetic  research  projects  sponsored  by  VA  contin- 
ue to  be  aggressively  carried  out.  Recognized  by  dozens  of  awards 
to  include  the  Nobel  prize  for  Medicine,  VA  researchers  have  pio- 
neered treatment  techniques  and  therapies  that  have  dramatically 
improved  the  practice  of  U.S.  medicine  over  the  last  four  decades 
and  continues  to  do  so  today. 

In  prosthetics,  almost  every  technological  breakthrough  regard- 
ing artificial  limbs  has  been  pioneered  by  the  VA.  These  contribu- 
tions to  the  quality  of  American  life  are  not  restricted  to  veterans. 
They  are  available  to  all  Americans  and  they  have  reclaimed  the 
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productive  powers  of  men  and  women  who  are  now  taxpayers 
rather  than  consumers  of  tax  supported  public  assistance  services. 

In  evaluating  the  appropriate  ranking  among  the  Nation's  budg- 
etary priorities,  it  is  necessary,  we  believe,  first  of  all  to  identify 
the  problems  that  demand  national  attention  and  to  identify  the 
initiatives  that  are  designed  to  address  those  problems. 

Domestic  priorities  in  recent  years  include  the  war  on  drugs,  the 
campaign  to  house  the  homeless  and  full-scale  efforts  to  eradicate 
AIDS  as  well  as  the  associated  effort  or  the  concurrent  effort  to 
unlock  the  mysteries  of  diseases  affecting  the  elderly. 

Initiatives  designed  to  attack  these  problems  are  massive  under- 
takings, and  we  wish  to  state  for  the  record  and  clearly  for  the 
record,  Madam  Chair,  that  VA  is  a  major  participant  in  each  and 
every  one  of  these  initiatives. 

VA  now  treats  more  than  140,000  substance  abusers  each  year. 
Forty-three  VA  hospitals  have  contractual  arrangements  with 
more  than  100  community-based  facilities  to  serve  the  needs  of 
homeless  veterans  who  have  histories  of  chronic  mental  illness. 

Almost  10  percent  of  all  recently  diagnosed  AIDS  patients  are 
treated  by  VA  and  it  is  our  understanding  that  the  Department's 
work  in  AIDS  research  and  treatment  has  been  recognized  recently 
by  the  selection  of  a  VA  physician  to  co-chair  the  Sixth  Interna- 
tional Conference  on  AIDS,  to  be  held  in  San  Francisco,  CA  in 
June  1990. 

In  addition  to  these  efforts,  the  Department  now  operates  10  cen- 
ters to  investigate  the  causes  of  geriatric  diseases  and  disabilities, 
and  treatment  of  these  devastating  conditions  is  also  shared  by 
these  centers,  along  with  90  other  geriatric  evaluation  units  at  VA 
medical  facilities  nationwide. 

During  the  past  several  years,  decisions  have  been  made  to 
commit  literally  billions  of  dollars  to  address  the  national  problems 
just  mentioned,  and  a  substantial  portion  of  this  money  has  been 
allocated  and  will  be  allocated  for  sophisticated  research  activities. 

Unfortunately,  VA  has  not  been  fairly  recognized  in  our  opinion, 
nor  has  VA  been  financially  rewarded  for  its  efforts  in  dealing 
with  these  national  tragedies. 

The  Administration's  budget  plan  for  next  year  is  simply  the 
most  recent  example  of  overlooking  VA's  contributions.  In  the  plan 
now  pending  before  you  and  your  colleagues,  you  are  being  asked 
to  increase  the  Federal  Government's  overall  commitment  to  re- 
search, while  at  the  same  time  you  are  being  encouraged  to  cut 
VA's  medical  research  budget  by  $30  million  and  to  eliminate  440 
VA  research  employees. 

Madam  Chair,  in  our  testimony  and  our  comments  here,  we  have 
not  attempted  to  discuss  the  entire  VA  budget.  We  have  simply 
highlighted  those  accounts  that  in  our  opinion  deserve  your  closest 
attention. 

In  summary,  it  is  our  opinion  that  the  VA  has  been  budgetarily 
shortchanged  in  recent  years.  The  Department's  health  care  deliv- 
ery system  is  a  national  resource  that  has  been  stretched  to  its 
budgetary  limits. 

Its  medical  care  mission  has  been  substantially  expanded,  which 
has  required  the  Department  to  provide  an  array  of  services,  spe- 
cialized services  in  addition  to  traditional  care,  and  the  Depart- 
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ment  continues  to  be  a  full  participant  in  national  campaigns  to 
attack  the  devastating  problems  that  plague  our  society. 

The  American  Legion  is  convinced,  Madam  Chair,  that  the  De- 
partment of  Veterans^  Affairs  is  committed  to  and  is  quite  capable 
of  meeting  the  challenges  that  lie  ahead.  It  simply  needs  the  finan- 
cial resources  to  get  the  job  done. 

[The  prepared  statement  of  Mr.  Riggin  may  be  found  at  end  of 
hearing.] 

Mrs.  Boxer.  Thank  you  very  much,  and  I  could  not  agree  with 
you  more  that  we  have  a  job  to  do  here  and  we  have  to  give  you 
the  tools  you  need. 

I  would  point  out,  this  issue  of  the  peace  dividend  and  more  and 
more  veterans  coming  onboard.  I  think  that  is  something  that  has 
not  been  factored  in.  I  mean,  how  many  troops  the  President  is 
calling  for  to  be  brought  back,  what  is  it?  Something  in  the  50,000 
range  or  in  that  area? 

I  would  predict  to  you  over  the  next  3  years  you  are  going  to  see, 
if  things  keep  going  the  way  they  are  going,  200,000  people  coming 
back.  That  is  going  to  really  change  the  nature  of  what  you  are 
doing. 

It  is  something  frankly  that  I  did  not  think  about  until  you  men- 
tioned it.  So  it  is  an  important  flag,  if  you  will,  to  what  lies  ahead. 

I  think  the  point  is  that  in  this  budget,  not  just  in  the  health 
care  budget,  you  are  dealing  with  homelessness.  You  are  dealing 
with  mental  health.  You  are  dealing  with  AIDS,  prevention  as  well 
as  treatment  as  well  as  research,  and  I  know  very  well  what  the 
VA  hospitals  are  doing  in  terms  of  research,  it  is  extraordinary. 

So  I  want  to  thank  you  for  coming  out  today.  I  am  assuming  that 
you  are  talking  to  Sonny  Montgomery  about  your  needs  so  that  he 
and  the  chairman  will  talk. 

I  think  it  is  a  time  of  very  tough  choices,  although  for  me  the 
choices  are  not  as  difficult  as  for  some  others.  I  happen  to  agree 
with  the  physician  who  was  here,  who  talked  about  the  SBE,  the 
Stealth  Bomber  equivalent. 

One  Stealth  bomber  would  pay  for  all  the  AZT  plus  that  you 
need.  So  I  think  that  we  have  to  reevaluate  where  we  are  going  as 
a  country,  what  our  obligations  are,  and  I  thank  you  for  reminding 
this  Task  Force  of  our  obligations  to  the  veterans. 

Believe  me,  we  are  aware  of  them.  We  were  aware  of  them  in  the 
last  couple  of  budget  sessions.  We  are  aware  of  them  now  and  we 
will  call  on  you  as  we  develop  these  budget  numbers  and  we  thank 
you,  one  and  all,  for  joining  us  today. 

The  Task  Force  stands  adjourned. 

[The  following  additional  material  was  submitted  for  the  record:] 

Opening  Statement  of  Hon.  Barbara  Boxer 

Welcome  to  the  hearing  of  the  Human  Resources  Task  Force  on  Critical  Health 
Funding  Issues.  Today  we  are  going  to  focus  on  funding  needs  in  three  important 
areas:  biomedical  research,  Medicare,  and  veterans'  health. 

One  of  the  industries  in  which  America  has  a  chance  to  build  upon  its  preemi- 
nence is  biomedical  research.  Unfortunately,  the  President's  proposed  budget  falls 
short  of  the  present  need.  Proposed  funding  for  NIH  is  $400  million  below  what  we 
need  to  keep  up  with  inflation.  In  addition,  the  Administration  is  regularly  "down- 
ward negotiating"  approved  grants — that  is,  attempting  to  reduce  the  amount  of 
money  provided  to  the  grantee  after  the  grant  is  approved  at  an  agreed  level.  The 
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Administration's  NIH  request  allows  for  funding  for  less  than  25  percent  of  the  ap- 
proved research  grants.  I  am  struck  by  the  fact  that  we  spend  over  $600  billion  an- 
nually on  health  care  but  only  about  $7  billion  on  cures  and  prevention. 

Medicare  has  once  again  been  targeted  by  the  Administration  for  huge  cuts.  The 
President  has  proposed  a  Medicare  cut  of  $5.6  billion,  of  which  $3.4  billion  would 
come  immediately  from  hospitals  and  another  $700  million  would  come  from  hospi- 
tal outpatient  payments.  All  this  while  more  than  70  percent  of  hospitals  are  pro- 
jected to  suffer  losses  treating  Medicare  patients  in  fiscal  year  1991.  We  have  hospi- 
tal administrators  from  across  the  country  to  detail  for  us  the  effects  of  the  pro- 
posed cuts  on  their  hospitals. 

This  Task  Force  has  always  been  mindful  of  the  health  needs  of  our  veterans. 
Representatives  of  veterans'  groups  are  here  to  present  their  budget  proposals.  It  is 
useful  for  us  to  bear  in  mind  that  the  veterans'  health  budget  funds  not  only  pri- 
mary care  but  also  research  that  benefits  society  as  a  whole. 
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PREPARED  STATEMENT  OF  DR.  SHELDON  M.  WOLFF 

Madame  Chairman,  Members  of  the  Committee,  thank  you  for  the 
invitation  to  testify  before  you  today  on  behalf  of  increased 
funding  for  medical  research  programs.  I  am  Dr.  Sheldon  M.  Wolff, 
Endicott  Professor  and  Chairman,  Department  of  Medicine,  Tufts 
University  School  of  Medicine,  Boston,  and  Physician-in-Chief ,  New 
England  Medical  Center.  As  a  former  Clinical  Director  and  "hief 
of  an  intramural  laboratory  in  the  National  Institute  of  Allergy 
and  Infectious  Diseases,  NIH,  I  have  the  perspective  of  a  former 
public  servant  as  well  as  a  clinical  scientist  and  administrator 
who  has  been  responsible  for  maintaining  quality  research  programs 
at  major  biomedical  research  institutions. 

Biomedical  research  is  at  an  important  point  in  history.  I 
believe  that  at  the  present  time,  we  have  greater  research 
opportunities  than  at  any  other  time  in  the  history  of  the  NIH  and 
of  mankind.  Despite  that  fact,  research  is  being  woefully 
underfunded  with  significant  cuts,  officially  labelled  "downward 
negotiations",  in  the  budgets  of  research  grants.  This  threatens 
the  integrity  of  work  already  underway  and  clearly  diminishes  the 
potential  for  the  future.  It  is  of  considerable  importance  that 
many  worthwhile  initiatives  are  going  unfunded.  This  is  not  only 
to  the  disadvantage  of  the  American  public  but  places  American 
biomedical  science  in  a  precarious  position  worldwide.  Biomedical 
research  is  an  area  in  which  this  country  has  always  dominated  but 
I    fear    for    the    future.       I    believe    that    it    is    shocking  that 
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recently,  Japan,  West  Germany  and  France  have  exceeded  us  in  the 
per  capita  percent  of  GNP  spent  on  medical  research. 

Over  the  past  decade,  critics  have  stated  that  the  NIH  budget 
appears  to  have  fared  better  than  some  other  federally  funded 
programs  when  comparing  its  increases  to  cuts  in  the  other 
programs.  However,  those  numbers  are  deceiving.  Allow  me  to 
explain. 

*  In  constant  dollars,  from  1980  to  1988,  Defense  R&D  increased 
81%.     Increases  for  the  NIH  were  36%. 

*  During  the  past  two  years,  we  spent  more  money  on  R&D  in  the 
DoD  than  we  have  spent  on  NIH  throughout  its  history. 

*  In  constant  dollars,  from  1982  to  1991,  the  NIH  budget  has 
increased  by  $1.3  billion;  this  reflects  a  3.6%  increase  per 
year,  over  the  10  year  period.  Hardly  a  significant  increase 
considering  the  opportunities  available  in  biomedical  research 
in  this  period. 

*  In  1990,  it  is  estimated  that  we,  as  a  nation,  will  spend  $600 
billion  on  health  care  costs  while  the  NIH  will  spend  less 
than  $8  billion  to  find  the  causes  and  cures  for  the  many 
diseases  that  contribute  to  these  health  care  costs. 
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When  quantified  in  human  terms,  the  glaring  inequities  of  this 
funding  pattern  are  overwhelming. 

*  Tens  of  millions  of  Americans  suffer  from  chronic  fatal  or 
crippling  illnesses 

*  Last  year,  1.5  million  Americans  suffered  heart  attacks, 
500,000  died. 

*  Over  one  million  Americans  were  diagnosed  as  having  cancer, 
of  which  500,000  died. 

*  Worldwide,  millions  die  annually  from  malaria  and  other 
infectious  and  immunologic  diseases  such  as  asthma,  influenza, 
diarrhea,  and  AIDS. 

Research  Opportunities 

During  the  past  two  decades,  research  has  provided  new 
knowledge  that  offers  the  potential  for  the  improvement  of  the 
health  of  mankind  that  few  would  have  ever  thought  possible. 
Advances  in  the  area  of  molecular  biology  provide  the  basis  for 
understanding  the  cause  of  many  diseases.  We  have  just  begun  to 
scratch  the  surface  and  new  information  from  such  studies  will 
undoubtedly  lead  to  new  therapies,  technologies  and  diagnostic 
improvements.    The  American  people  are  justified  in  asking  if  their 
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past  investment  has  been  wise  and  if  the  return  on  the  dollar  has 
been  meaningful.  To  those  questions,  I  would  answer  a  resounding, 
"yes I"     A  few  examples  should  suffice: 

*  In  1970,  95%  of  all  children  diagnosed  with  leukemia  died; 
today,   95%  survive. 

*  Survival  rates  for  testicular  cancer  have  increased  to  57% 

*  In  1981,  the  first  description  of  AIDS  appeared.  Never  before 
in  the  history  of  mankind  have  we  seen  such  an  explosion  of 
information  about  a  new  disease  in  such  an  incredibly  short 
time.  In  less  than  a  decade  we  have  learned  the  means  of 
transmission,  determined  the  cause  of  the  disease,  developed 
a  diagnostic  test,  protected  the  blood  supply,  developed  a 
drug  treatment  (although  not  a  cure)  and  mobilized  public 
action  throughout  the  world  to  deal  with  the  major  health 
crisis  of  this  century.  In  addition,  information  gained  from 
research  on  this  devastating  illness  already  has  and  will 
continue  to  have  impact  on  a  variety  of  other  illnesses. 

*  The  genetic  cause  of  cystic  fibrosis  has  been  identified. 
This  discovery  will  no  doubt  lead  to  the  development  of  new 
and  innovative  therapies  for  this  disease  which  is  the  largest 
inherited  fatal  illness  in  children  in  this  country. 

I    feel   compelled   to  point   out   that   the   lack   of  adequate 
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funding  is  creating  a  research  environment  that  is  quite  distorted. 
Many  investigators  are  being  forced  into  applying  for  support  in 
areas  that  they  think  will  have  immediate  and  dramatic  payoffs. 
However,  there  is  no  doubt  that  without  a  strong  basic  science 
research  effort,  the  prevention  and  cure  of  illness,  clearly  our 
ultimate  goal,  will  be  significantly  delayed.  Time  does  not  permit 
a  lengthy  discourse  on  the  incredible  numbers  of  discoveries  in  the 
basic  science  laboratory  that  have  been  translated  into  real 
benefit  to  mankind.  One  example  that  comes  to  mind  is  the  basic 
research  on  an  obscure  thermophilic  bacterium  which  led  to  the 
discovery  of  an  enzyme  upon  which  the  polymerase  chain  reaction 
technique  is  based.  This  procedure  has  proved  to  be  one  of  the 
most  important  diagnostic  tools  for  use  in  AIDS  and  is  rapidly 
being  applied  to  a  large  number  of  other  diseases. 

Few  would  have  predicted  15  to  20  years  ago,  when  we 
dramatically  increased  cancer  research  funding  that  the  benefits 
of  such  research  would  have  had  such  far  reaching  consequences. 
For  example,  the  work  on  tumor  viruses  supported  through  this 
effort  led  to  the  development  of  the  field  of  retrpvirology,  a 
field  that  was  poised  to  delineate  the  cause  of  AIDS  when  that 
epidemic  struck. 

The  fiscal  constraints  that  medical  science  have  faced  in  the 
past  several  years  has  caused  intense  competition  between  important 
research  disciplines  for  the   little  funding  that   is  available- 
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This  is  untenable.  We  should  not  have  to  be  forced  to  pit  AIDS 
research  against  heart  research,  or  research  on  sudden  infant  death 
syndrome  against  cancer  clinical  trials.  Simply  put,  additional 
funding  is  needed  across  the  board. 

Research  Funding 

The  1991  President's  Budget  Request  is  essentially  flat,  with 
no  funding  for  new  initiatives.  It  includes  a  $354  million 
increase  above  the  1990  operating  budget.  Estimates  indicate  that 
in  order  to  maintain  the  NIH  programs  supported  in  1989,  a  $600 
million  increase,  for  a  total  budget  of  $8.1  billion  would  be 
required  in  FY  1991.  Therefore,  this  budget  request  is  woefully 
inadequate. 

Under  the  1991  President's  Budget  Request, 

*  Only  one  out  of  every  four  approved  grants  will  be  funded  by 
NIH  for  a  total  of  20,439  grants.  While  this  is  an  increase 
over  the  1990  level,  it  is  a  5.3%  declXne  over  the  FY  1989 
level. 

*  average  "downward  negotiations"  of  10  to  14%  for  noncompeting 
and  competing  grants  will  be  required.  These  continuing 
decreases  are  having  a  very  serious  negative  effect  on  all 
American  research  institutions. 
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*  a  total  of  12,020  research  trainees  will  be  supported,  over 
4,000  less  than  were  funded  in  1969.  If  funding  for  research 
training  continues  at  this  level  it  is  estimated  that  by  the 
mid-1990 's,  only  60%  of  the  projected  need  for  new  scientists 
will  be  met. 

*  stipend  levels  for  post  doctoral  fellows  will  be  $17,000  per 
year.  After  seven  years  of  experience,  the  salary  increases 
to  $31,500.  This  is  ludicrous  when  you  realize  that  we  are 
talking  about  the  annual  income  for  an  individual  that  has 
completed  four  years  of  college,  as  well  as  completed  a 
doctoral  program  in  science  or  medicine. 

*  No  funds  will  be  available  for  construction,  equipment  and 
instrxjmentation  programs. 

Since  1986,  a  number  of  reports  have  been  issued  on  the  state 
of  the  research  infrastructure  in  this  country.  Except  for  a 
couple  of  minor  specific  programs,  there  have  been  no  comprehensive 
Federally  funded  facilities  programs  since  1968.  Further,  Federal 
regulations  have  imposed  new  safety  standards,  something  that  the 
research  community  embraces,  but  no  funding  has  been  made  available 
to  assist  in  the  implementation  of  these  standards.  Highlights  of 
these  reports  are  as  follows: 
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*  In  1987,  for  every  $3.50  needed  for  construction,  $1.00  was 
spent.  For  every  $4.50  needed  for  repairs,  only  $1.00  was 
spent. 

*  Twenty-four  percent  of  all  research  space  in  academic  settings 
is  deemed  "suitable"  for  the  most  sophisticated  research;  37% 
is  rated  as  effective  for  most  purposes;  and  the  remaining  39% 
is  judged  to  be  inefficient  for  use. 

I  would  also  like  to  briefly  address  the  issue  of  getting  the 
fruits  of  our  research  efforts  into  the  hands  of  consumers.  The 
future  health  and  welfare  of  all  Americans  depends  on  the  ability 
of  the  FDA  to  keep  pace  with  the  accelerating  growth  of  our  health 
care  industry.  In  a  recent  GAG  report,  it  was  stated  that  the  FDA 
has  2,000  less  employees  than  it  needs  to  carry  out  the  statutory 
requirements  that  have  been  included  in  the  23  new  laws  enacted 
over  the  past  decade.  Further,  the  FDA  does  not  have  in  place  an 
extramural  training  program  to  develop  a  cadre  of  regulatory 
reviewers;  therefore,  personnel  receive  on- the- job- training.  Last 
year,  the  242  reviewers  at  the  FDA  received  15,000  product 
applications  for  review  and  processing.  It  is  expected  that  within 
the  next  decade,  this  number  will  increase  to  30,000.  Without 
additional  resources  and  personnel,  the  Agency  will  be  obsolete  and 
unable  to  meet  the  demands  of  the  industry. 
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I  believe  that  I  have  presented  compelling  argxjments  in 
support  of  increased  funding  for  biomedical  research  and  for  the 
FDA.  I  am  also  aware  that  you  and  your  colleagues  face  many 
difficult  choices  --  I  do  not  envy  you.  However,  I  believe  that 
we  have  a  moral  obligation  to  the  citizens  of  this  country  to  do 
our  best  to  improve  their  health  and  well  being. 

It  has  often  been  said  that  the  NIH  is  a  jewel  in  the  national 
crown.  I  believe  that  if  we  do  not  improve  its  funding  we  will 
significantly  increase  the  possibility  that  this  national  treasure 
will  be  severely  diminished. 

This  concludes  my  formal  statement.  I  will  be  happy  to  answer 
any  questions  that  you  may  have. 
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PREPARED  STATEMENT  OF  HELENE  G.  BROWN 

Note:  Before  I  begin  may  I  express  my  thanks  to  William  Gibson, 
M.D.  of  Vancouver,  British  Columbia  whose  article  "  The  Cost  of  Not 
Doing  Medical  Research"  in  JAMA, Vol.  244,  P.  1817-1819,  Oct.  1980 
has  been  my  inspiration  in  thinking  about  this  problem  since  it  was 
published.  I  reflect  it  and  some  of  his  thoughts  in  a  portion  of 
what  follows. 

MEDICAL  RESEARCH  IS  NOT  CHARITY.  It  is  one  of  the  best  investments 
that  can  be  made  by  governmental  funds  seeking  returns  in  gross 
national  product,  production  of  goods  and  services,  the  creation  of 
taxable  income  and  return  on  investment.  I  have  purposely  not 
mentioned  the  worth  of  human  life  for  none  of  us  has  the  ability  to 
place  a  dollar  value  on  it  and  I  am  certain  that  we  all  acknowledge 
its  irreplaceability .  Allow  me  to  illustrate. 

Immediately  after  the  Second  World  War  there  were  two  approaches 
that  could  be  taken  to  the  polio  problem.  Polio,  at  that  time,  was 
taking  the  lives  and  paralyzing  legs  and  lungs  of  children  and 
young  adults  by  the  thousands  in  nations  with  the  highest  standards 
of  living.  (  A  )  We  could  build  more  hospitals,  manufacture  more 
respirators,  train  more  therapists  and  prepare  for  the  onslaught  of 
the  dead  or  permanently  handicapped  or  (  B  )  attempt  to  produce  a 
vaccine.  At  the  International  Polio  Congress  of  1951  the  latter  was 
the  acceptable  plan  adopted. 


48 


Tissue  culturing,  a  product  of  medical  research,  was  introduced  to 
the  world  in  1907.  Intestinal  research  was  also  a  medical  research 
area  of  concern.  Neither  was  directed  at  polio.  The  injectible 
vaccine  against  polio  came  from  cultures  on  the  tissue  of  monkeys 
and  the  oral  vaccine  can  be  credited  to  the  intestinal  research 
undertaken.  (1)  This  speaks  to  the  spin  off  effects  that  all 
research  has  on  all  other  avenues  of  exploration. 

In  the  first  six  years  after  the  vaccine  was  made  available 
(from  1954  thru  1960)  154  000  cases  of  paralytic  polio  with  12  500 
deaths  were  prevented.  The  prevention  of  these  paralytic  cases 
averted  the  loss  of  $  6.3  billion  in  income,  or  $  1  billion  per 
year.  Hospital  costs  saved  approximately  $  2  billion  per  year,  to 
say  nothing  of  the  medical  costs  saved.  The  contributions  of  some 
of  these  people  through  their  life's  work  cannot  be  even  be 
contemplated.  The  total  costs  of  the  vaccine  and  its  field  trials 
was  only  $  41  million  dollars.  The  savings  per  year  were  70  times 
the  cost  of  the  vaccine. (1)  Now  please  multiply  those  numbers  by 
the  30  additional  years  since  1960  and  add  to  that  the  increased 
population  and  I  think  we  will  have  not  a  problem  with  any 
cost/benefit  analyst  in  our  midst.  This  is  not  idle  conversation 
but  the  real  meat  of  why  we  are  here  today. 

Another  example  cited  by  Dr.  Gibson  involves  the  rubella  vaccine. 
In  the  United  States  alone  that  vaccine  prevented  9.7  million  acute 
cases  of  measles  in  the  first  five  years  of  its  use.  These  cases 
would   have   caused   3    244    instances   of   mental   retardation.  The 
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vaccine  saved  55  000  hospital  days,  291  000  years  of  normal  life 
and  1.6  million  days  of  work.  The  costs  of  developing  and 
administering  the  vaccine  were,  in  comparison,  infinitesimal .( 1) 
And  once  again,  the  normal,  healthy  non-  retarded  babies  have  been 
arriving  every  day  since  1955.  I  am  certain  that  some  of  you  are 
here  today  with  your  full  capacity  due  to  that  vaccine. 

The  United  States  has  had  a  tendency  to  relegate  medical  research 
to  the  back  burner  of  our  priorities  all  too  often.  The  National 
Institutes  of  Health  were  established  as  America's  research  center 
in  the  mid  1930 's.  We  then  entered  a  world  war  and  had  to  ignore 
continued  support  for  research.  After  the  war  we  spent  the  40 's  and 
early  years  of  the  50 's  rebuilding  the  countries  that  had  been 
devastated  through  support  of  the  Marshall  Plan.  And  then  suddenly, 
in  1957,  the  Soviet  Union  shot  "Sputnik"  into  the  heavens  and  we 
shouted  aloud,  "  M'God,  what  happened  ??"  "  Where  have  we  been  in 
science?"  etc.  etc.  etc. 

President  Kennedy  brought  us  back  with  his  support  of  the  space 
program  in  the  60 's  and  President  Nixon  with  his  War  On  Cancer  in 
1971.  However,  since  1980  there  has  been  a  decrease  in  research 
funding  of  9  %  in  real  dollars.  Continuing  to  cut  medical  research 
while  facing  health  care  costs  that  promise  to  bankrupt  the  nation 
seems  short  sighted  and  financially  ill  advised  in  the  face  of  the 
evidence  presented  above.  We  have  historically  placed  ourselves  in 
a  vulnerable  world  position  by  not  funding  research  and  we  seem  to 
be  doing  it  once  again. 
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The  Administration  estimates  that  inflation  will  be  4.2  %  FY 
1991.   Inflation  rates  for  bio-medical  research  are  always  higher 
and  will  amount  to  approximately  6%.   Seven  of  the  NIH  institutes 
will  experience  increases  of  less  than  4%  and  some  will  be  as  low 
as  2%. 

The  NIH  is  currently  funding  about  20%  of  all  approved  grant 
applications.  With  the  funding  impositions  now  in  place  those 
grants  funded  will  only  provide  monies  for  personnel.  There  are  no 
funds  for  supplies  or  equipment  or  added  space  and  as  a  result  we 
must  ask  the  American  public  to  be  satisfied  with  a  slower  pace  in 
medical  research.  If  you  ask  the  tax  payor's  what  they  want  they 
will  announce  loud  and  clear  that  their  priorities  are  to  eliminate 
disease  and  poverty.  The  opportunities  now  are  more  promising  than 
ever  before.  We  cannot  continue  to  justify  our  position  that 
medical  research  is  charity  by  throwing  it  a  bone  without  the  meat 
needed  for  extending  life. 

There  are  three  levels  of  technology  available  to  us.  The  lowest  is 
when  there  is  nothing  that  can  be  done  about  a  particular  disease 
and  most  of  the  patients  die.  This  was  true  of  the  days  when 
adequate  treatments  for  infection  were  not  at  hand.  This  is  a  cheap 
and  inexpensive  level  as  it  is  much  less  expensive  to  be  buried 
than  it  is  to  be  treated  if  one  considers  only  the  momentary  outlay 
of  funds. 
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The  next  level  is  where  there  is  something  that  can  be  accomplished 
in  terms  of  treatment  and  life  extension  but  the  disease  is  not 
totally  curable.  That  is  the  today  in  cancer.  We  are  able  to  save 
50%  of  all  patients  and  successfully  extend  life  in  most  of  those 
who  die  of  their  disease.  This  is  the  middle  level  and  the  most 
expensive.  It  includes  the  health  care  expenses  that  are  well  known 
to  all  of  us  but,  at  the  same  time,  it  has  a  survival  rate  that  we 
value  enormously.  It  adds  significantly  to  our  tax  base,  to  our 
international  and  national  productivity  ,  our  gross  national  income 
and  to  the  quality  of  life  that  a  whole  family  offers. 

Finally,  the  upper  level  of  technology  where  we  have  a  vaccine  or 
another  method  of  preventing  illness.  This  is  the  least  expensive 
and  the  most  desireable.  Like  an  elevator,  there  is  no  way  to  the 
top  without  going  up  and  through  the  lower  and  middle  levels. 

We  seek  and,  in  fact,  beg  you  to  consider  the  following  where 
greater  support  is  desperately  needed  and  will  accomplish  the  goals 
that  the  nation  seeks. 

*  Greater  support  for  research  grants. 

*  Increased  support  for  research  training. 

*  Increased  support  for  the  infrastructure  of  science  in  terms  of 
construction,  instrumentation  and  equipment. 

*  Increased  support  for  the  FDA  as  the  responsible  agency  for  the 
transfer  of  technology  from  research  to  the  bedside. 
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There  is  no  doubt  that  the  United  States  can  support  the  doubling 
of  the  NIH  budget  over  the  next  five  years.  It  takes  courage  to 
care  enough  to  see  that  it  happens  but  that  courage  will  repay 
those  expenditures  by  70  times  or  more  as  evidenced  by  the  examples 
from  science  in  the  past.  By  this  testimony  I  thank  you  for  your 
attention  to  this  problem,  I  promise  help  in  any  and  every  way  that 
I  can  garner  it  for  you  and  for  us  and  I  count  on  you,  as  do  all 
others,  who  simply  want  to  live  healthy,  well  and  long.  Please 
remember  that  medical  research  is  not  charity  and  it  is  not  an 
offering  of  junk  bonds.  It  remains  the  wisest  investment  our  nation 
can  make.  Make  no  mistake  about  that. 

Attachments:  Research  Issues 

Funding  Recommendations 
NIH  Budget  Overview 

Funding  Recommendations  for  the  FDA 

Funding  Reccomendations  for  the  National  Cancer 
Institute. 

Analysis  of  NCI  FY  90  and  FY  91  Budgets 


Reference: 


(1)     Gibson. W. ;The    Cost    of    Not    Doing  Medical 
Research. JAMA. Vol. 244 ,  P.  1817  -  1819,  Oct. 
1980. 
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GENERAL  RESEARCH  ISSUES 

The  major  priorities  in  the  medical  research  community  -- 

*  Research  grants 

*  Research  training 

*  Construction/equipment  and  instrumentation 

*  Translating  research  findings  into  care  for  consumers 

*  Peripheral  issues  which  impact  medical  research,   such  as 
indirect  costs 


Background/ Perspective 

*  13%  of  the  GNP  is  spent  on  health  care  costs  --  syringes, 
hospitalizations,  medications  and  the  like.  While  only  3/10 
of  1%  of  the  GNP  is  spent  on  medical  research,  the  only  effort 
to  find  cures  for  the  diseases  and  disabilities  from  which  the 
American  public  suffers. 

*  From  1980  to  1989,  Research  and  Development  in  the  Department 
of  Defense  increased  89%  in  real  dollars.  In  contrast,  the 
Research  and  Development  in  domestic  programs  decreased  by  9% 
in  real  dollars.  In  fact,  in  1989,  we  spent  more  in  24  months 
on  R&D  in  DoD  than  we  have  in  the  100  year  history  of  the 
National  Institutes  of  Health. 

*  In  7  of  the  past  8  years,  the  Administration  has  proposed  a 
budget  which  included  cuts  in  funding  for  medical  research 
programs.  The  only  year  that  this  did  not  occur  was  the  year 
that  the  Vice  President  was  running  for  the  Presidency. 


FY  1991  NIH  BUDGET  OVERVIEW 

Research  Funding 

*  The  1991  President's  Budget  is  essentially  a  flat  budget  for 
NIH  with  no  funding  to  develop  new  initiatives. 

*  The  President's  Request  for  the  National  Institutes  of  Health 
is  $7,929,686,000,  a  $354  million  increase  above  the  FY  1990 
operating  budget. 

*  This  is  a  4.7  percent  increase  over  the  FY  1990  level. 

*  The  Administration  estimates  that  inflation  will  be  4.2 
percent;  however,  the  inflation  rate  for  medical  research  is 
projected  to  be  closer  to  6  percent. 

*  The  NIH  estimated  that  it  would  require  $8.1  billion  to 
operate  at  the  FY  1989  level.  The  1991  President's  Budget 
Request  is  $7.4  billion. 
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Research  Grants 


*  Less  than  one  out  of  every  four  approved  grants  will  be  funded 
by  the  National  Institutes  of  Health. 

*  The  overall  increase  provided  for  by  the  FY  1991  Request  for 
research  grants  for  the  NIH  is  123  for  a  total  of  20,439. 
While  this  is  an  increase  over  FY  1990,  it  still  represents 
a  5.3  percent  decline  over  the  FY  1989  level. 

*  The  President's  budget  projects  that  the  NIH  will  award  5,095 
competing  grants,  this  is  an  increase  of  462  over  FY  1990 
estimates . 

*  Noncompeting  grants  will  decrease  by  339  for  a  total  of 
15,344. 

*  An  increases  in  the  Human  Genome  Project  of  almost  80  percent 
tends  to  skew  the  overall  NIH  increase.  In  reality,  seven 
Institutes  will  experience  increases  of  less  than  4.0  percent, 
going  as  low  as  2.9  percent. 


Downward  Negotiations 

*  The  number  of  grants  the  NIH  has  been  able  to  fund  has 
steadily  decreased.  In  addition  to  overall  number  reductions, 
all  grants  are  subjected  to  "downward  negotiations." 

*  The  President's  Request  will  force  an  approximate  downward 
negotiation  of  10  percent  for  noncompeting  and  14  percent  for 
competing  grants. 


In  essence,  under  the  current  fiscal  climate,  the  level  of 
funding  for  grants  is  making  it  impossible  for  researchers  to 
fund  anything  but  the  cost  of  personnel  under  the  grant.  It 
is  virtually  impossible  for  them  to  purchase  supplies  and 
equipment  to  carry  out  the  research,  and,  as  a  result, 
research  is  progressing  at  a  much  slower  pace. 
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Recommendations 


*  Provide  adequate  funding  within  the  grant  mechanism  of 
the  NIH  budget  in  FY  91,   to  ensure  the  following. 

o  Funding  to  increase  the  number  of  approved  grants 
funded  from'  less  than  20%  to  30%  which  will  begin 
to  stabilize  the  research  base  of  the  programs 
funded  by  the  NIH. 

o  Funding  to  ensure  that  the  NIH  does  not  have  to 
implement  "downward  negotiations"  of  grants  to  stay 
within  their  total  allocation  of  research  dollars. 

*  In  economic  terms,  we  believe  that  it  would  create  barely 
a  ripple  in  economic  terms  to  double  the  budget  for 
medical  research  over  the  next  five  years,  yet,  think  of 
the  return  in  terms  of  cures,  new  technologies  and  lost 
opportunities  that  could  be  recaptured  in  terms  of  trade, 
international  public  policy,  and  most  importantly,  human 
life. 


Research  Training 

*  In  1988,  the  NIH  made  a  decision  to  increase  the  stipends  for 
research  trainees  without  requesting  an  increase  in  their 
appropriation  from  the  Congress.  As  a  result,  the  number  of 
trainees  funded  under  the  1989  budget  was  cut  by  approximately 
1,000. 

*  Because  of  the  catastrophic  effects  that  this  cut  had  on  the 
research  infrastructure,  the  Congress  approved  a  re- 
programming  request  in  mid-1989  to  partially  restore  the 
number  of  research  trainees  cut  as  a  result  of  the.  stipend 
increase. 

*  In  the  1990  appropriation.  Congress  provided  an  additional  $24 
million  to  fully  restore  to  the  1988  level  of  11,200,  the 
number  of  research  trainees  funded  by  the  NIH. 

*  However,  11,200  research  trainees  is  actually  4,876  less  than 
the  number  supported  in  1969.  Since  1971,  funding  for 
training  positions  have  steadily  declined  relative  to  the 
total  research  budget  by  6%  per  year. 

*  In  the  early  70 's,  approximately  13  percent  of  the  overall  NIH 
budget  was  devoted  to  training,  the  FY  1991  budget  will 
represent  less  than  5  percent  of  the  overall  NIH  budget. 
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*  This  reduction  in  manpower,  is  threatening  to  create  a 
tremendous  shortage.  In  fact,  the  NIH  estimates  that  by  the 
mid-1990 's,   only  60%  of  the  demand  will  be  met. 

*  The  FY  1991  Budget  Request  will  support  a  total  of  12,020 
trainees,   an  increase  of  225  trainees  over  the  FY  1990  level. 

*  'Currently,  the  stipends  for  a  "Post  Doctorate"  Fellow  is 
$17, coo/year .  This  is  the  annual  income  for  an  individual  who 
has  completed  four  years  of  college,  as  well  as  a  Masters  and 
Doctorate  Program  in  science  --  7  to  10  years  of  education 
beyor>d  high  school.  Once  this  research  Fellow  has  seven  years 
of  experience,   his  salary  "jumps"  to  $31,500. 


Reconnnendation 

*  Increases  in  the  number  of  research  trainees  to  ensure 
an  adequate  supply  in  the  number  and  quality  of 
scientists  to  meet  the  demand  in  the  next  Century. 

*  The  number  of  research  trainees  should  be  brought  to  the 
1968  level  within  the  next  five  years. 

*  Stipend  levels  for  the  research  trainees  should  be 
brought  to  the  level  of  "house  staff"  --  interns  and 
residents  —  in  medical  training  programs. 


Construction/Equipment/ Instirumentat ion 

*  Equipment  and  instrumentation  programs  funded  by  the  Federal 
government  have  been  under  substantial  fiscal  constraint  over 
the  past  decade.  Compounding  the  situation  is  the  fact  that 
the  conduct  of  research  is  becoming  much  more  sophisticated 
and  much  laboratory  equipment  is  obsolete  and  slowing  the 
progress  of  research.  In  addition.  Federal  regulations  have 
imposed  new  safety  standards  over  the  past  decade  which 
requires  more  sophisticated  equipment  to  protect  laboratory 
employees. 

*  Research  facilities  in  universities  across  the  country  are 
obsolete,  and  over  1/3  are  no  longer  safe  or  useful  for  the 
conduct  of  research.  Yet,  no  Federal  program  for  construction 
support  to  research  and  academic  institutions  has  been  in 
place  since  1968. 

*  Since  1985,  there  have  been  three  studies  and  reports 
prepared,  citing  the  deficiencies  in  our  infrastructure  and 
facilities,  and  calling  for  a  national  facilities  program. 
These  reports  have  been  issued  by  the  following. 
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o        1986:  White  House  Advisory  panel 

o        1988:    National    Institutes    of    Health,  congressionally 

mandated  advisory  panel 
o        1988:  National  Science  Foundation  Report 


*  Highlights  of  these  reports  are  as  follows. 

o  For  every  $1  spent  in  1987  on  facilities,  about  $2.50  in 
needed  construction  was  deferred.  For  every  $1.00  spent 
on  needed  repair  and  renovation,   $3.60  was  deferred. 

o  About  24%  of  all  research  space  in  academic  settings  is 
"suitable"  for  use  in  the  most  highly  developed  and 
scientifically  sophisticated  research  in  it's  filed. 

o        37%  is  described  as  "effective  for  most  purposes." 

o  The  remaining  39%  is  judged  to  be  in  need  of 
repair/renovation  to  be  used  effectively. 

*  Senator  Kennedy  recently  introduced  a  facilities  bill,  similar 
to  one  introduced  and  passed  by  the  Senate  in  1988,  which 
would  establish  the  first  facilities  program  since  1968.  The 
research  community  is  very  supportive  of  this  legislation. 
The  bill  has  been  passed  out  of  Committee,  but  no  votes  have 
occurred  on  the  floor  of  the  Senate. 

No  similar  measure  has  been  introduced  in  the  House  as  of  this 
date. 


Reconnnendations 

o        Passage  and  fully  funding  the  facilities  bill. 

o        Funding    to    re-vitalize    equipment    and  instrumentation 
programs  at  the  NIK. 


Regulatory  Effectiveness 

*  The  FDA  is  responsible  for  approving  the  fruits  of  our 
research  efforts  and  getting  them  into  the  hands  of  consumers, 
quickly  and  efficiently. 

*  However,  cutbacks  at  the  FDA  have  threatened  the  ability  of 
the  Agency  to  carry  out  their  mission.     For  instance, 

o        as  a  percent  of  health  R&D,   the  budget  of  the  FDA  has 
dropped  from  4.2%  to  2.6%. 
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o  since  1979,  the  FDA  experienced  a  15%  cut  in  personnel, 
or  almost  800  employees.  In  a  recently  released  GAG 
Report,  the  FDA  estimated  that  it  needed  approximately 
2,000  employees  to  would  be  necessary  to 

replace  those  that  have  been  cut; 

fully  implement  the  intent  of  the  23  new  laws  which 
have   been  passed   in   the    last   10   years,  expanding 
their  authorities  and  responsibilities;  and, 
handle  areas  of  growing  responsibilities,    such  as 
biotechnology  and  AIDS. 

*  The  FDA  headquarters  is  located  in  23  separate  buildings,  in 
seven  geographic  locations. 

*  In  the  FY  90  appropriation,  the  Congress  provided  $37  million 
to  meet  some  of  these  resource  needs.  However,  as  a  result 
of  reconciliation,  the  Agency  will  only  have  available 
approximately  $24  million  to  address  their  resource  problems. 


Recommendations 

*  In  FY  91,  it  is  imperative  to  provide  funding  for  a 
consolidated  FDA  facility. 

*  Provide  additional  funding  to  strengthen  the  existing 
efforts  to  improve  the  resource  needs  of  the  Agency  -- 
personnel,   equipment,   facilities  and  training. 
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FY  1991  FUNDING  RECOMMENDATIONS  FOR  THE  FOOD  AND  DRUG 
ADMINISTRATION 


The  FDA  Council  recommends  that  the  Food  and  Drug 
Administration  be  appropriated  $717  million,  a  $32  million  increase 
above  the  recommended  level  in  the  1991  President's  Budget  Request. 
An  appropriation  of  $717  million  would  provide  for  the  following. 

*  Restoration  of  the  $157  million  in  user  fees.  This 
restoration  will  provide  the  full  direct  appropriation  to  the 
FDA  in  place  of  the  user  fees  included  in  the  1991  President's 
Budget  Request,  and  will  enable  to  the  Agency  to  maintain 
operation  of  current  FDA  programs  and  initiate  high  priority 
initiatives  identified  in  the  Administration's  Budget. 

The  recommended  funding  levels  for  new  initiatives  identified 
in  the  President's  Budget  Request  addresses  many  of  the  high 
priority  and  complex  budget  needs  of  the  Agency.  However,  the 
FDA  Council  opposes  the  funding  of  these  initiatives  through 
the  assessment  of  user  fees. 

Restoration  of  the  $157  million,  assumed  in  the 
Administration's  proposal  for  user  fees,  will  provide  funding 
for  the  following  program  priorities. 

o  Additional  personnel  to  address  the  pressing  needs  of 
drug  (human  and  animal),  biologies,  and  medical  device 
review. 

o        Food  safety  initiatives,  including  labeling,  monitoring, 

inspections . 
o        Support  of  the  National  Vaccine  Program, 
o        Establishment  of  a  forensics  program  to  enable  the  Agency 

to  investigate  problems  with  product  tampering  and  fraud. 


$32  million  in  additional  funding  to  address  high  priority 
needs  within  the  Agency  which  were  not  included  in  the  1991 
President's  Budget  Request. 

Facilities/Repair  and  Renovation 

o        Repair  and  restoration  of  existing  facilities  to  meet 

safety  requirements, 
o        Construction  over-runs  on  FDA  AIDS  research  building  on 

the  NIH  campus. 

Equipment  and  Instrumentation 

o        Equipment  and  instrumentation  for  FDA  laboratories  and 

field  research  sites, 
o        Upgrading  information,  data  management  systems. 
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Training  of  Regulatory  Reviewers 

o  Funds  to  establish  new  collaborative  training  programs 
in  regulatory  review,  similar  to  that  implemented  between 
the  FDA  and  the  National  Cancer  Institute  for  oncology 
drugs . 


BACKGROUND 


In  the  past  decade,  advances  in  molecular  biology  have  lead 
to  a  revolution  in  the  conduct  of  research  and  the  development  of 
technologies  translating  our  research  efforts  into  the  hands  of 
consumers.  In  the  next  decade,  it  is  anticipated  that  substantial 
research  progress  will  double  the  number  of  product  reviews,  from 
15,000  to  30,000,   at  the  FDA. 


Personnel  and  Training 

It  is  estimated  that  a  minimum  of  900  new  PTE's  is  required 
to  address  the  programmatic  needs  at  the  FDA.  This  recommendation 
is  included  in  the  1991  President's  Budget  Request.  High  priority 
programs  which  will  require  additional  scientific  staff  with 
expertise  in  program  areas  and  training  of  new  and  existing  FDA 
personnel  are  outlined  below. 

*  Cancer  Drug  Development 

*  Drugs  to  treat  HIV  infection 

*  Biologic  agents  and  immune  modulators  to  treat  diseases  like 
cancer  and  other  immunosuppressive  disorders 

*  Antiviral  agents 

*  Drugs     to     treat     opportunistic     diseases     associated  with 
immunosuppression  caused  by  cancer,  immune  disorders  and  AIDS 

*  Radioimmune  assays  and  radio-diagnostic  agents 

*  Novel  vaccine  compounds 

*  ■     Food  substitutes 

*  Veterinary  agents 


Facilities  repair  and  restoration 

In  the  1990  appropriation,  funding  was  made  available  to  the 
FDA  to  proceed  with  the  engineering  and  design  of  a  consolidated 
facility  to  bring  the  employees  presently  housed  in  23  separate 
facilities  under  the  same  roof.  While  plans  for  the  consolidated 
facility  are  progressing,  it  will  be  necessary  to  provide  for 
repair  and  renovation  of  existing  facilities  to  enable  FDA  staff 
to  occupy  present  office  and  laboratory  space  until  the 
consolidated  facility  is  completed,  several  years  down  the  road. 
Therefore,   funds  are  needed  in  FY  1991  to  support  the  following. 
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Rehabilitation  and  repair  of  existing  buildings  to  bring 
laboratory  space  into  compliance  with  Federal  regulations. 

Repair  of  facilities  to  meet  safety  requirements  and  provide 
routine  maintenance  to  ventilation  systems,  air  conditioning 
equipment  and  electrical  equipment  such  as  elevators. 

Minor  renovations  to  maximize  existing  office  space  for  FDA 
personnel . 

Upgrading  of  field  facilities. 


Equipment  and  Instrumentation 

In  FY  90,  funding  was  made  to  the  Ac  .ncy  to  begin  an  automated 
system  for  product  review.  In  order  to  increase  the  efficiency  of 
product  review  within  the  Agency,  additional  resources  are 
necessary  to  fully  convert  all  aspects  of  the  FDA  to  a  data 
management  system. 

User  Fees 

The  FDA  Council  is  opposed  to  the  concept  of  users  fees 
included  in  the  1991  President's  Budget  Request  for  the  following 
reasons. 


If  the  Food  and  Drug  Administration  is  statutorily  required 
by  the  President  and  the  Congress  to  protect  the  health  and 
welfare  of  Americans,  the  requisite  Federal  funding  should  be 
made  available  to  carry  out  this  mandate. 

Funding  by  a  regulatory  Agency  by  the  regulated  industry  is 
a  conflict  of  interest. 

Requiring  payments  related  to  FDA  review  of  new  products  is 
a  tax  on  research  and  development  which  will  in  all  likelihood 
be  passed  off  to  the  consumer. 

The  amount  of  revenue  which  could  be  brought  into  the  Treasury 
under  this  proposal  is  unclear,  as  the  FDA,  CBO  and  CRS  do  not 
have  any  clear  data  with  regard  to  the  number  of 
pharmaceutical,  medical  device  and  food  and  cosmetic  plants 
which  exist  or  product  applications  which  will  be  received  in 
FY  1992. 

The  program  is  not  presently  authorized  and  could  not  be 
authorized  in  a  timely  fashion  to  impact  the  operating  budget 
of  the  FDA  in  FY  91. 


28-533  0-90-3 
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FUNDING  FOR  CANCER  RESEARCH:  ANALYSIS  OF  THE  FY  90  BUDGET 


Background 

From  1980  to  1990,  the  National  Cancer  Institute  received  the  smallest 
percent  increase  of  all  the  NIH  Institutes. 

In  1990,  the  NCI  will  be  funded  $500  million  below  the  level 
recommended  in  the  By-Pass  Budget. 


In  FY  1990,  the  Congress  appropriated  $1,664,000,000  to  the  National 
Cancer  Institute.  This  represents 

•  an  increase  of  $18  million  above  the  President's  Request; 

•  an  increase  of  $12  million  above  the  House  recommended  level;  and, 
a  decrease  of  $4.8  million  from  the  Senate  recommendation. 

However,  numerous  reductions  from  the  NCI  account  were  made.  These 
reductions  are  highlighted  below. 

•  Sequestration  for  FY  1990,  mandated  by  the  1990  Budget  Reconciliation 
Act,  required  an  across  the  board  cut  of  1.4%  from  the  level 
appropriated  to  the  NCI. 

$2,336,000  was  withdrawn  from  the  NCI  account  to  comply  with  the 
extramural  research  salary  cap.  The  Congress  agreed  to  limit  salaries 
under  grants  to  $120,000  for  investigators,  and  all  awardees  whose  grants 
supported  salaries  above  this  level  were  reduced  to  comply  with  the 
intent  of  the  Congress. 

•  $3,576,000  was  deleted  form  the  appropriation  to  comply  with  the 
construction  redirection  to  provide  a  $  1 5  million  pool  of  funds  to  support 
extramural  construction  projects. 

•  $3,222,000  to  comply  with  the  mandated  reduction  of  salaries  and 
expenses  at  the  DHHS. 

•  $1,282,000  to  provide  their  share  of  savings  in  the  procurement  area. 


The  operating  level  of  the  National  Cancer  Institute  will  be  $33  million 
below  the  level  agreed  to  by  the  conferees  -  $1,631,000,000. 
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Research  Grants 

When  the  National  Cancer  Act  was  passed  in  1971,  60%  of  the  research 
projects  submitted  to  the  NCI  were  funded.  Under  the  level  appropriated 
in  1990,  the  NCI  estimates  that  they  will  fund  26%  of  the  approved  grants. 

In  essence,  1  out  of  every  4  approved  grants  will  be  funded. 

The  NCI  estimates  that  new,  competing  grants  will  be  cut  10%  through 
"downward  negotiations." 

Competing  renewal  grants  at  the  NCI  are  being  funded  at  the  previous 
level  of  funding  or  undergoing  "downward"  negotiations  to  comply  with 
the  funding  level  of  the  grant  prior  to  renewal. 


Research  Training 

Since  1971 ,  research  training  at  the  NIH  has  declined  nearly  6%  per  year. 
In  1968,  NIH  funded  over  16.000  research  trainees  or  4,876  more  trainees 
than  it  will  In  1990. 

In  FY  90,  the  NIH  will  support  approximately  1 1 ,200  research  trainees.  Of 
this  total,  NCI  will  support  1.400  trainees,  close  to  the  level  funded  in  FY 
89. 


Research  Centers 

*       In  FY  90,  no  substantial  increase  will  be  feasible  for  the  cancer  centers 
program  to  fully  fund  the  existing  centers  or  allow  for  additional  centers. 
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1991  BY-PASS  BUDGET  REQUEST 


The  By-Pass  Budget  from  the  National  Cancer  Institute  for  1990 
recommends  an  increase  of  about  $746,000,000  over  the  1990  appropriation. 
The  priorities  supported  by  this  budget  recommendation,  endorsed  by  the 
National  Cancer  Advisory  Board  are  highlighted  below. 


Research  Grants 

•  Funding  50%  of  the  approved  competing  research  project  grants  at  the 
recommended  level. 

Research  Training 

Fund  50%  of  the  approved  research  training  applications. 
Cancer  Centers 

Fully  fund  existing  cancer  centers. 

Restore  funds  to  the  10  centers  phased  out  in  1989  and  1990,  and  add 
5  new  centers. 

•  Increase  the  emphasis  on  minority  and  over-65  populations  in  existing 
centers. 

Cilnical  Cooperative  Groups 

Expand  the  number  of  clinical  trials  supported  in  the  cooperative  group 
trials. 

•  Increase  the  emphasis  on  minority  and  over-65  populations  in  the  clinical 
trials  program. 

Cancer  Prevention  and  Control 

•  Expand  clinical  trial  efforts  In  prevention  and  control  with  regard  to 
smoking  and  diet. 
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specific  initiatives  which  should  be  incorporated  into  our  National  Cancer 
Program  to  provide  for  areas  which  are  not  currently  addressed  or  are 
inadequately  funded  are  summarized  below. 

Cancer  information  dissemination  addressing  cancer  prevention  and 
control.  Current  undeserved  areas  include  patient  education  in  elderly 
populations;  and.  outreach  activities  in  minority  and  illiterate  populations. 


In  addition,  accessible  information  In  a  geographically  based  area 
regarding  the  resources  of  the  existing  cancer  network  throughout  the 
U.S.  including  cancer  hospitals,  cancer  centers,  clinical  trials  is  vital  to 
reach  all  segments  of  society. 

Minority  initiatives  including  basic  research  studies  in  etiology,  prevention 
and  control  and  research  training. 

Expansion  of  efforts  in  the  elderiy  population  to  address  survival/mortality 
differentials  and  to  strengthen  efforts  in  prevention,  detection  and 
treatment. 

Increased  efforts  in  vaccine  development  to  expedite  the  development 
of  an  approach  to  Immunization  against  recurrence. 
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SUMMARY  OF  THE  1991  PRESIDENT'S  BUDGET  REQUEST 


National  Institutes  of  Health 

The  Administration's  Request  for  the  Notional  institutes  of  Health  is 
$7,929,686,000,  a  $354  million  increase  above  ttie  1990  operating  budget. 

The  overall  increase  for  the  programs  within  the  Lobor-HHS  bill  was  7.7%. 
However,  the  National  Institutes  of  Health  received  only  a  4.77o  increase 
over  the  1990  operating  budget. 

The  Administration  used  an  inflation  factor  of  4.2%  when  calculating  its 
budget.  However,  the  inflation  for  medical  research  or  health  is  more 
appropriately  reflected  by  a  figure  of  6%. 

There  is  a  provision  in  the  1991  President's  Budget  Request  to  allow  the 
NIH  Director  a  discretionary  fund,  allowing  him  to  redirect  up  to  1%  of 
each  Institutes  budget  to  high  priority  programs  within  the  NIH. 

Funding  for  the  Human  Genome  Project  has  one  of  the  largest  percent 
increases  -  80%  -  in  the  1991  Request  from  $48  million  to  $108  million. 

The  total  increase  for  AIDS  research  at  the  NIH  in  the  Administration's 
Request  is  $57  million  for  a  total  of  $800  million. 

Research  Grants 

o      The  overall  increase  in  research  grants  for  the  NIH  is  123  for  a  total 
of  20,439. 

o      Noncompeting  research  grants  decrease  by  339  from  15,683  to 
15,344. 

o      Competing  research  grants  increase  by  462  for  a  total  of  5.095. 

o      The  Administration  has  actually  proposed  a  significant  budget  cut 
of  $27  million 
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National  Cancer  Institute 


The  National  Cancer  Institute  received  a  3.9%  increase  over  the  1990 
operating  budget.  Further  analysis  reveals  that  the  NCI  has  a  3.6% 
increase  in  cancer  programs,  and  a  7%  increase  in  AIDS  programs. 
However,  the  actual  dollar  Increase  under  the  1991  President's  Budget 
Request  for  cancer  research  programs  is  higher  than  for  AIDS. 

o      AIDS  research  receives  a  total  increase  of  $10  million, 
o      Cancer  research  programs  receive  an  increase  of  approximately 
$53  million. 


This  year,  the  AIDS  funds  are  included  in  the  NCI  appropriation.  As  had 
been  the  practice  for  the  past  three  years,  there  is  no  provision  to 
consolidate  AIDS  funding  at  the  DHHS  and  remove  it  from  the 
categorical  Institutes  budget. 


AIDS  research  within  the  NCI  receives  a  smaller  increase  in  comparison 
with  previous  years. 

o      7o  increase  from  1989  to  1990  was  23%. 

o      %  increase  from  1990  to  1991  under  the  1991  request  will  be  7%. 
o      The  AIDS  increase  of  $10  million  will  bring  the  total  Institute  effort 
to  $160  million.  CThe  NIH  total  is  $800  million) 
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Specific  Mechanisms/Programs 

Research  Project  Grants:       Total  Budget  $784,666,000 

o       Funds  increase  by  $36  million,  or  4.8%  overall. 

Noncompeting  grants  increase  5.9%;  competing  grants 
increase  1.5%. 

o      The  NCI  loses  a  total  of  10  grants;  noncompeting  grants  drop  by 
59,  and  competing  grants  increase  by  49. 

o      NCI  expects  to  fund  27%  of  the  approved  grants. 

o      Downward  negotiations  will  be  20%  and  4%  for  competing  and 
noncompeting,  respectively. 

Cancer  Centers:  Total  Budget  $103,004,000 

o      receive  a  $1 16,000  increase  in  the  1991  Budget  for  an  increase  of 
0.1%. 

Reseorcti  and  Development  Contracts:  Total  Budget  $201,796,000 

o      will  receive  a  1.9%  increase  for  a  total  increase  of  $3.6  million. 

Intramural  Researcti:  Total  Budget  $333,219,000 

o      will  receive  $18,519,000,  for  a  total  Increase  of  5.9% 

Cancer  Prevention  and  Control:  Total  Budget  $75,459,000 

o      will  receive  $515,000,  for  a  total  increase  of  .7%. 
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NIH  Budget  History 

Percentage  Increase  by  Institute 
FY  1980-90 


Fiscal  Year 
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Rc^jrir.:cd.   by  permission,   from  y<Hnu  G- -Bnnun 
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October  1980.  Copyright  (c)  StiamanOaf^Ci  91423 
1980,  Anierican  Medical  Association. 


The  Cost  of  Not  Doing  Medical  Research 

William  C.  Gibson,  MO.  DPhil.  FRCP 


•  At  a  tlm»  when  go /•rnmantai  expenjituret  op  m«dical  r«8«afch  are 
being  questioned  by  treasury  boards.  It  leems  wise  to  review  historical 
oxamplsB  ot  profitable  Investment  In  s-jch  research.  Differentiation  of 
medical  research  from  medical  technology  Is  essential  In  this  confrontation. 
Continuity  of  merited  research  support  Is  a  key  factor  In  attracting  Inquisitive 
and  gifted  minds  to  this  aiea  of  medical  aclance.  Medical  research  should  be 
seen  as  a  social  Investment  and  not  as  a  charity. 
244:iai7-18'l9,  1980) 

If  t'li  Ihtnk  mvdtcal  research  u  exptmsive.  !ry  disease. 


HOW  IS  It  that  great  financial  and 
bocial  henent3  can  accrue  frqm_  smaiF 
in.c3tm«!nts_m  research?  .Why  ^  _ 
mLdi_ca['_re3earch  too  often  seen  oy 
the  jtate  as  a  barely  lolerated  ehar- 
ity,  rather  than  as  a  country 'i 
sijunilest  investment? 

To  a  great  degree,  the  laws  of  a 
country,  and  its  budgeting,  are  en- 
acted by  lay  members  of  society 
Those  of  us  who  are  associated  with 
medical  science,  in  whatever  capacity, 
have  an  opportunity,  if  not  an  obliga- 
tion, to  make  comprehensible  to  lay- 
[versons  the  potential  for  human  and 
national  benefits  that  can  flow  from 
continuously  supported  research. 

For  millennia,  the  seeds  of  research 
have  been  present.  They  have  needed 
only  watering.  As  Sir  William  Osier 
said  in  1J19,  "So  far  did  unaided 
oliservation  and  brilliant  generaliza- 
tion carrj'  Greek  thinkers,  that  there 
is  scarcely  a  modern  discovery  which 
by  anticipation  cannot  be  found  in 
their  writings.  Indeed  one  is  stag- 
gered at  their  grasp  of  great  princi- 
ples." The  capability  possessed  by  a 
few  scholars  to  extract  fact  from 
evidence— as  did  the  discoverer  of  the 
hlooil's  rirculation,  William  Harvey. 


n^'m  Nyintpon  Conflrttt.  Lot  Ang«t*»  Ayg 
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for  example  — is  a  natural  asset  to  the 
world.  As  Thomas  Huxley  wrote  a 
century  ago: 

I  weigh  my  words  when  I  say  that  if  a 
nation  could  purchase  a  potential  Wail. 
Da\7,  or  Faradiy.  at  the  cost  of  £100.000 
down,  he  would  be  dirinrheap  at  the  mon- 
ey It  is  a  mere  commonplace  and  everyday 
piece  of  knowledge  that  what  these  men 
did  has  produced  untold  millions  of  wealth 
in  the  narrowest  sense  of  the  word. 

Would  it  help  treasury  ^!\rt^t  tn 
understand  the  situati^qnjTwe  were  to 
produce  a  cost-benefit  analysis  from 
Historically  verifiable  examplesl—L 
ihinx  itj^iaiiLd^lnis.  is.iiot.a.plea  ot\ 
behalf  of  medical  res_earchers.  but  a 
plea  for  sanity  in  investment  priori- 
ties on  behalf  of  every  uxpayer,  who 
can  certainly  use  the  products  of 
research. 

Potlomyelltia  Prevention 

The  fcourge  of  poliomyelitis  offers 
a  good  example,  the  Egyptians  knew 
its  cost^:n_mggern  times,  poliomyeli- 
tis  Has  struck  down  children  and 
young  adults  in  countries  enjoying  a 
high  standard  of  living— Britain. 
Scandinavia,  Australia,  and  North 
America.  The  cost  in  casualties  was 
enormous.'  immediately  afur  the 
Second  World~War,  there  were  Two 
approaches  to  the  polio  problem:  (1) 
to  ask  Lord  .Nuffield  Lft-produce  more 
and  more  respirators  at  his  Oxford 
automobile  factory,  or  (2)  to  attempt 
to  produce  a  vaccine  against  the  many 
strarnV~of  the  virus  responsible  By 


the  time  of  the  International  Polio 
Congress  in  Copenhagen  in  1951,  the 
latter  course  was  being  plotted. 

Then,  two  remarkable  things  hap- 
pened at  the  "world  bank"  of  research 
information  — the  "exchanjje."  if  you 
will,  where  scholarly  pains  crossed 
John  Enders  was  looking  for  a  nneans 
of  lissue-culturinK  viruses  thought  to 
be  involved  in  certain  cancers.  .Anoth- 
er group  was  working  on  the  fate  of 
viruses  taken  into  the  gastrointesti- 
nal tract. 

Neither  of  these  researches  was 
targeted. on  the  disease  poliomyelitis. 
When  that  pioneer,  Ross  Granville 
Harrison,  introduced  tissue  culture  to 
the  world  in  1907  at  Yale  University, 
he  had  probably  never  heard  f  polio- 
myelitis. Yet  from  the  culturing  on 
the  kidney  tissue  of  monkeys  of  a 
polio  virus  by  his  pupil  Enders  came 
the  injectable  vaccine.  From  the 
intestinal  research  came,  eventually, 
the  oral  vaccine  against  polio. 

The  advent  of  these  orotLCtive  mea- 
sures  changed  the  picture_  in  the 
.TJnited  "States^  for  example^in_the^ 
following  way:  IrTtTie  firsV  six  years" 
"after  the  vaccine  was  made  available-" 
154,000  cases  of  pat^i|.  tic_polio  with 
12.500  deaths  were  prevented  iba'ad 
on  the  experience  of  the  five  prevac- 
cine  years)._The  prevention  of  the3e_ 
paraly tic  cases  averted  thejoss  of  S6.3 
billion  in  income,  or  tl  billion  per 
year.  Hospital  costs  javed_aBpxo.xli 
mated" "12  billion  jjer  year,  to  say 
nothing  of  the  medical  care  "osts 

saved.     Cost-benefit  an  alysts-the 

doubting  Tho.nases  among  econo- 
mists— wouM  be_si::prised  to.ind_ 
that  the  touU  cost  of  the  vaccine  and_ 
its  field  trials  was  only  Ml  miillon_ 
The  iavings.  per  year,  were  70  times 
the  cost  of  the  vaccine^ 

Rubolla  Prevention 
To  continue  wiih   anoihcr  docu- 
mented  example. ^iji JluuiH-tuca-li— 
the  introduction,  in  1963.  of  the  vac- 


Medical  neseercn  Costs— G.t>aon 
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nn»  i^^irm  rn'rvel'.a.'  In  J^he  l^niwd 

a  7  [nillion  at.ute  caw*  of  mfa5l<ia  in 
ita  first  Sve  years  of  ut  ■_Thege  ca<t*s_ 
"wouid  have  produced.  3,244  instances 
jf  Inental  retardation...  The  vacc:ne  . 
"saved  So^J  hospital  days.,  291.000 _ 
years  of  normal  lite,  and  1.6  million 
days  of  ■Jort^.  i  r.e_£osirpC"developi nj. 
rod  administcnng  the  varcine  ^ere^ 

Tn   comparison,   infinitesmal  Once 

"this  initial_  coqt  was  paid-  bengiif^ 
from  the  development,  of-ihe  vaco.-ve., 
kept  riowing  They  still  do. 
Tuberculosis  has  all  but  vanished 
;.v  since  Waitsman,  al  Rutgers  Universi- 
ty in  New  Jersey,  discovered  that 
streptomycin,  from  soil  bacteria, 
could  conquer  it.  Chemicals,  addition- 
ally, have  helped  greatly  in  the  eradi- 
cation of  the  white  plague.  In  Ameri- 
ca, the  saving  in  sanatorial  costs  and 
in  workdays,  for  the  years  1954 
through  1969.  was  $5  billion.  What  a 
change  from  Osier's  time!  When  at 
The  Johns  Hopkins  University  he  was 
writing  his  great  textbook  of  medi- 
cine, he  noted  that  one  person  in  60  in 
the  population  had  tuberculosis  and 
that  one  tenth  of  ail  deaths  were  due 
to  that  disease. 

Penlclllin't  Past 

Moat  instructive  is  the  history  of 
the  apolication  of  penicillin  to  infec- 
tions. The  "discovery"  of  penicillin's 
properties  goes  back  into  the  last 
century.  While  Joseph  Lister,  John 
Tyndall,  and  others  commented  on  it, 
and  on  its  successful  use  to  combat 
superficial  infections,  history  seems 
to  have  forgotten  that  pioneer  medi- 
cal student  contributor,  Ernest  Du- 
chesne. In  his  graduation  thesis  of 
1897  at  Lyon,  he  described  his  excel- 
lent experiment  of  injecting  either 
Bacterium  coli  or  B  typhoawn  intra- 
peritoneally  into  guinea  pigs,  with 
faul  results.  After  PeniciUium  glau- 
cun  was  injected  simultaneously 
with  B  coli  or  S  typhon.m,  the  ani- 
mals survived.  Duchesne  concluded 
his  thesis  of  34  pages  by  hoping  that 
other  facts  concerning  the  effects  of 
molds  on  bacteria  would  lead  to  pro- 
phylactic and  therapeutic  applica- 
tions. Incredibly,  this  information 
was  buriod  for  more  than  40  years, 
until  Florcy  and  Heatley  did  a  paral- 
lel experiment,  with  Jennings'  and 
Chain's  help,  at  Oxford.  I  reyre:  to 
say  that  it  has  taken  Cwynn  Macfar- 


lane's  recent,  excellent  biography  of 
Howard  Florey  to  set  the  record 
straight  on  the  1910s  chapter  of  the 
discovery-  of  the  therapeutic  value  of 
penicillin.' 

Macfarlane  gets  right  down  to  the 
nub  of  the  matter  when  he  reveals 
what  pathetically  small  sums  were 
refused  to  Florey.  and  what  even 
smaller  sums  were  granted.  He  was 
reviled  by  an  official  of  Britain's 
Medical  Research  Council  for  accept- 
ing help  directly  from  the  Rockefeller 
Foundation  w-.thout  his  permisaion!  It 
is  incredible  how  many  scientists 
rolled  stones  in  Florey's  way,  even  to 
the  point  of  urging  him  not  to  consid- 
er patenting  any  of  the  processes 
involved  in  mass-producing  penicillin. 
Others  did  patent  it,  and  a  rich  source 
of  funds  for  research  was  lost. 

If  William  Harvey  were  applying 
today  for  funds  to  prove  his  h>-pothe- 
313  that  the  blood  moves  in  a  circle, 
just  imagine  the  reply  he  would 
receive.  Or  if  Christopher  Wren  aaked 
for  funds  to  develop  at  Oxford  a 
rr.ethod  for  injecting  beer  and  wine 
into  the  veins  of  dogs— just  how  far 
would  he  get? 

Mod««t  InvMtmentt 

Sometimes  inoredibly  small  sums  of 
money  have  produced  great  results, 
and  sometimes  the  discovered  truths 
are  immediately  applied.  Doctor  Mur- 
ray Barr,  a  neurohistologtst  at  the 
University  of  Western  Ontario  prior 
to  the  Second  V/orld  War,  was  active 
in  the  oft-disputed  demonstration  of 
the  synapses,  or  contact  points, 
between  nerve  cells.  After  the  war, 
Barr  returred  to  his  teaching  at 
Western  Ontario  and  with  the  aid  of  a 
$400  grant  from  the  Royal  Canadian 
Air  Force  started  a  research  project 
on  the  effect  of  fatigue  and  anoxia  on 
the  nerve  cells  of  laboratory  animals. 
He  was  puzzled  by  the  unexplained 
dark  dot  visible  in  the  nucleus  of 
some  nerve  cells  but  not  in  others. 
Suddenly  he  realized  that  the  dot— 
the  paranucleolar  body  or  sex  chro- 
matin—was  visible  only  in  female 
cells  and  never  in  the  nerve  cells  of 
male  animals.*  From  this  inexpensive 
research  has  stemmed  a  major  field 
of  study  on  sex  chromatin  in  a  variety 
of  sexual  anomalies.  The  studies  on 
sex  chromatin  in  the  mentally  re- 
tarded, which  Barr's  work  triggered, 
are  today  legion. 


Also  from  the  iime  ur.ivenjit\,  wt> 
find  Banting's  sudden  insuht  into 
replacement  therapy  for  diali''tc-<.' 
Evontu.illy  worked  out  .it  the  l^nivrr- 
uity  of  Toronto  with  lhi>  hi-ln  of  ISci. 
Collip,  and  Marloo«l.  th«  iniuliii  irral- 
ment  of  diabvtea  bovame  a  reality 
almost  overnight.  The  onliro  pm- 
CC4S— from  ooni-fption  nf  tho  lilrs  !ii 
delivery  of  the  first  insulin  for  ir.jec- 
tion  into  humans— cost  only  So, COO. 
This  was  the  money  cost,  but  it  a 
crucial  sUge  Banting  had  to  sell  his 
old  Ford  car  to  purchase  the  dojs  th.-»t 
helped  him  to  the  final  goal.  Charles 
Best  sacrificed  a  summer's  earnings 
from  playing  baseball,  a  game  at 
which  he  and  Lester  Pearson  were 
very  adept  as  students.  Banting,  of 
course,  saw  no  more  orthopedic 
patients,  so  engulfed  did  he  becor.ie  in 
striving  for  therapeutic  success  in 
diabetics. 

By-products 

There  were  unexpected  by-products 
of  two  of  these  efTorLs.  Banting  was 
surprised  and  elated  *o  find  that  his 
insulin  was  used  worldwide  for  yuars 
in  the  so-called  insulin  shock  treat- 
ment of  schizophrenia.  Florey  told  me 
that  he  had  no  idea  that  his  penicillin 
.would  be  useful  in  treating  syphilis 
and  would  thereby  reduce  the  popula- 
tion of  the  world's  mental  hospitals 
by  10%.  Such  are  the  unexpected 
spin-offs  from  discovery.  It  is  unlike- 
ly that,  by  turning  things  around  and 
targeting  on  schizophrenia  or  syphi- 
lis, these  workers  would  ever  have 
produced  insulin  and  penicillin.  Fun- 
damental research  depends  on  new 
ideas  in  fertile  minds  and  not  on 
targets  alone.' 

The  medical  and  sociai  literature  is 
full  of  lists  of  goals  on  which  it  is 
hop«d  researchers  will  concentrate 
More  than  exhortation  is  needed, 
however,  to  enable  investigators  to 
unravel  Nature's  secrets,  as  William 
Harvey  used  to  call  ihem.  This  is  not 
because  researchers  irc  penersc.  nor 
is  it  because  the  goals  are  unworthy; 
in  'ict.  just  the  opposite  is  true. 

What,  then,  are  the  ingredients 
that  must  go  into  this  unusual  mix- 
ture? This  is  what  treasury  boards 
must  be  helped  to  know  ii  they  .-ire  to 
be  enlisted  in  the  war  against  disras*; 
.Mature  governments  and  mature 
foundations  realize  that  disease 
writes  no  applications,  knows  no  fis- 
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cal  year,  and  is  no  respecter  of  mere 
good  intentions. 

R***arch  C«r»«ra 

Banting  spent  much  of  his  life  in 
trying  to  lift  medical  research  from  a 
hobby-type  operation  to  a  careership. 
He  saw  that  investments  in  gray  mat- 
ter could  not  be  ma<ie  in  an  'on-ag^n 
off-again"  manner.  No  investment  in 
business  or  industry  can  be  made 
successfully  in  an  ambivalent  »ay. 
Some  large  research-oriented  indus- 
tnes  have  a  policy  of  investing,  auto- 
matically, in  research,  10%  of  their 
gross  earnings.  They  don't  expect  a 
"winner"  on  the  365th  day  of  each 
year.  They  are  wise  enough  to  realize 
that  innovative  minds  cannot  b« 
timetab.ad  or  computerized  to  "dis- 
cover" anything.  Much  has  been  writ- 
ten about  this  important,  if  elusive, 
subject— the  process  of  discovery. 
Pasteur  succinctly  set  out  two  of  the 
parameters  when  he  said,  "Fortune 
favours  the  prepared  mind." 

Th«  Aging  Brain 

While  negkct  of  research  in  any 
system  of  the  body  is  expensive,  our 
neglect  of  the  aging  nervous  system  is 
costing  the  taxpayer  staggering 
amounts,  financially  and  socially.' 
The  problem  is  the  "wearing  out"  of 
the  human  brain,  in  many  cases,  some 
years  ahead  of  the  body.  There  will  be 
social  and  political  problems  in  coun- 
tries with  aging  populations  unless 
the  senile  dementia  conundrum  is 
solved.  .American  observers  are  criti- 
cal of  the  pathetically  small  amount 
spent  in  the  United  States  in  1977  for 
research  into  chronic  brain  disorders 
($4.5  million)  as  against  $6  billion  on 
nursing  home  care  for  chronic  brain 
disorders;  that  is  at  least  a  thousand 
times  more  than  was  invested  in 
research  into  these  disorders.' 

Private  philanthropy  ha«  a  part  to 
play  here.  In  many  countries,  there 
has  been  a  campaign  to  redirect  funds 
from  no  longer  existent  goals  to  more 
modern  needs.  Lord  Strathcona's 
Fund  for  the  Settlement  of  English 
Gentlewomen  on  Vancouver  Island, 
dating  from  1913,  has  recently  been 
converted  by  the  courts  into  a  fund 
for  medical  research  in  British  Co- 
lumbia. A  quick  diagnostic  test  o:  a 
foundation's  usefulness  is  to  compare 
annually  its  administrative  cnsta  wuh 
its  contributions  to  the  public  weal. 


Public  Ahead 

The  public  response  to  mass  lay 
appeals  for  medical  research  fu.-ids  is 
sometimes  so  great  as  tn  surprise  our 
political  leaders  Thus,  in  France, 
soon  after  the  vaccine  .'.gainst  an- 
thrax had  been  produced,  there  was 
an  international  subscription  cam- 
paign launched  in  1886  — for  2''*  mil- 
lion francs.  It  was  so  successful  that 
the  Pasteur  Institute  was  opened  in 
1888.  In  more  modern  times,  once  the 
Muscular  Dystrophy  Association  of 
America  decided  to  build  university 
centers  for  research,  the  public 
response  to  our  Jerry  Lewis  Telethon 
on  successive  Labor  Days  became 
phenomenal. 

Sir  Frederick  Banting  often  spoke 
about  the  optimal  setting  for  re- 
search. Especially  did  he  value  the 
quiet  of  the  late  night  hours  when  the 
unfettered  mind  could  assemble  the 
mosaic  of  truth  from  its  many  parts. 
He  also  preached  the  gospel  of  the 
continuity  of  research  support,  so 
that  young,  flexible  minds  could  be 
assured  of  careerships,  rather  than 
series  of  red  "stop"  lights  interrupt- 
ing what  should  be  continuously 
green.  The  cutbacks  in  research  sup- 
port that  seem  today  to  be  epidemic 
can  only  shake  the  faith  of  our  best 
young  minds  in  research  as  a  calling. 
The  Director  of  the  Budget  in  Wash- 
ington, DC.  is  said  to  be  calling  for 
less  research  because  he  thinks  medi- 
cal treatment  costs  are  escalating!  He 
mistakes  medical  technology  for  med- 
ical research.'  Without  medical  re- 
search and  preventive  medicine,  the 
costs  of  treating  existing  diseases  will 
continue  to  escalate. 

There  is  not  yet  enough  fre«  money 
to  fuel  the  furnace  of  ideas.  While 
mankind  hobbles  along  through  the 
ashes,  millions  continue  to  die  of 
malaria.  There  are.  in  Africa.  Asia, 
and  Latin  America.  100  million  people 
suffering  from  malaria.  The  Rockefel- 
ler Foundation  estimates  that  less 
than  two  cents  per  person  suffering 
from  malana  goes  into  research  into 
that  disease.  Thanks  to  private  initia- 
tive and  governmental  assistance, 
$8.15  per  cancer  case  goes  into  cancer 
research. 

Raaaarch  Not  a  Charity 

Public  attitudes,  nationally  and 
internationally,  must  change.  It  is 
counterproductive  to  go  on  pretending 


that  medical  research  is  a  chjrity  U) 
be  indulged,  rather  than  a  great  force 
to  be  liburatod.  We  muit  ninduCt 
piihlic  business  in  piihlir  TluTr  in  no 
more  important  puhlir  i>olii>  i»»m> 
today  than  that  of  invosling  in 
science  to  prevent  and  to  cure  dis- 
ease—in humans,  In  animals,  and  m 
the  plant  world.  To  go  on  ;i*  we  upc 
manifestly  wasteful  of  hu-n:in  and 
natural  resources. 

The  full  potential  of  science  lies 
untapped  simply  because  wc  cannot 
arrange  that  a  small  fract.on  of  oar 
gross  national  product  is  co.Timlttcd 
to  it,  continuously.  The  strategy  of 
concerned  citizens  must  be  lo  concen- 
trate on  the  education  of  a  sympa- 
thetic electorate  and  their  el.cted 
representatives.  The  assigning  of 
blame  is  a  childish  pastime  .ind  his 
no  place  in  this  ondeavcur.  CotulnceJ 
governments  can  give  leudcrsnip,  but 
conviction  must  be  based  on  rcle-.  ant, 
receivable  facts.  Most  guvornmer.ts 
know  a  healthy  population  s  income 
taxes  will  more  than  cover  ti;e 
national  research  investment.  A 
healthy  population  needs  far  foAor 
hospital  bedi.  The  savings  can  be 
enormous.  To  doubters,  one  cm  only 
say:  "If  you  think  medical  research  is 
expensive,  try  disease." 

There  is  no  nobler  history  than  t).at 
of  biomedical  research,  anil  tod.^y 
inspired  human  gray  matter  is  wait- 
ing to. deliver  great  tre.nsures  All  t 
seeks  is  more  opportunity  nnd  more 
support,  as  the  world  prepares  lo 
enter  the  21st  century. 
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PREPARED  STATEMENT  OF  FREDERICK  F.  BECKER,  M.D. 

Madam  Chair  and  Members  of  the  Committee,  I  am  Frederick  Becker,  Vice 
President  for  Research  at  The  University  of  Texas  M.  D.  Anderson  Cancer  Center  in 
Houston.  I  thank  you  for  the  opportunity  to  appear  before  you  today  on  Federal  funding 
for  cancer  research. 

The  Tragedy  of  Inadequate  Funding  for  Cancer  Research 

I  am  asked  repeatedly,  "Why  are  cancers  so  difficult  to  treat,  so  often  impossible 
to  cure?"  Cancer  is  uniquely  a  disease  arising  in  our  own  cells,  in  most  ways  identical  or 
similar  to  normal  cells,  yet  endowed  with  certain  functional  advantages.  Cancer  cells 
grow  when  growth  serves  no  positive  function,  they  invade  and  destroy  normal, 
neighboring  cells,  and  spread  or  metastasize  to  new  sites  where  the  cycle  is  repeated. 
The  close  similarity  of  a  cancer  cell  to  a  normal  cell  makes  an  attack  on  the  former 
often  an  attack  on  vital,  normal  cells.  Further,  we  have  become  convinced  that  cancer 
is  not  a  single  entity,  but  an  aggregate  term  for  many  different  types  with  widely 
differing  biologic  activities.  Thus,  successful  therapy  against  one  may  be  useless  against 
another. 

The  cancer  cell  seems  equipped  with  a  genetic  flexibility  that  enables  it  to 
masquerade  in  such  a  manner  as  to  avoid  detection  and  attack,  to  alter  its  metabolism  to 
resist  anti-cancer  agents,  and  to  spread  to  sites  where  it  is  protected.  Thus,  unlike  an 
attack  on  a  (foreign)  bacteria  or  virus,  or  perhaps  unlike  an  attack  on  an  accumulation  of 
non-viable  lipids  in  coronary  vessels,  the  successful  attack  on  cancer  must  avoid  injury  to 
like-normal  cells,  deal  with  a  vast  multiplicity  of  cancer  cell  types  resulting  from 
genetic  alteration,  and  their  associated  ability  to  adapt;  and  to  seek  cancer  out  wherever 
it  lurks  in  the  body. 

Why  then  does  this  recent  period  of  enormous  scientific  growth  since  1980  hold  so 
much  hope  for  positive  cancer  control?  .  First,  because  daily,  we  are  learning  more  about 
the  factors  that  cause  cancer.  Most  prominently  in  the  last  decade,  we  have  recognized 
the  importance  of  those  factors  in  diet,  in  tobacco,  in  the  environment,  and  in  the 
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genetics  of  the  patient  that  tend  to  promote  or  accelerate  the  appearance  of  cancer. 
The  potential  for  manipulating  or  modifying  these  factors  is  just  emerging,  and  in 
parallel,  more  and  more  information  is  available  concerning  natural  and  synthetic  agents 
that  may  slow  or  halt  this  process.  The  ultimate,  certain  "cure"  of  cancer  is  to  prevent 
its  appearance. 

The  second  reason  for  hope  results  from  the  astounding  explosion  in  technologic 
and  scientific  capabilities  that  have  elucidated  so  many  of  the  mechanisms  upon  which 
are  based  normal  and  cancer  cell  functions.  In  1977,  I  wrote:  "We  must  escape  the  need 
for  the  'fix'  of  serendipity  in  our  search  for  targets  of  opportunity  in  cancer  treatment. 
The  future  potential  for  therapy  must  come  in  large  part  from  a  greater  understanding  of 
the  subtle  and  intricate  nature  of  the  malignant  cell.  We  must  identify  its  unique 
characteristics  and  target  these  for  our  attack."  These  unique,  potentially  exploitable 
differences  between  a  cancer  and  normal  cell,  I  have  termed  "targets  of  opportunity". 

The  technologic  and  research  advances  since  1977  made  this  proposal  a  reality. 
The  ability  to  produce  absolutely  specific  antibodies  against  single  components  of  cells 
have  enabled  us  to  identify  a  vast  array  of  growth  controlling  factors,  some  of  them 
preferential  for  cancer  cells,  and  their  receptors,  their  docking  apparatus  on  the  cell 
surfaces.  The  messages  that  result  from  the  interaction  of  these  factors  and  their 
receptors,  their  effect  on  cell  function  and  their  complex  involvement  with  the  altered 
normal  genes  now  called  oncogenes,  have  been  revealed  with  remarkable  clarity.  The  use 
of  techniques  that  make  possible  the  isolation  and  the  production  of  genes  of  each  of 
these  components  (recombinant  DNA  technology),  their  subsequent  analysis  and  our 
ability  to  use  this  information  in  the  design  of  appropriate  mechanisms  of  attack  is 
increasing  daily.  Further,  these  findings  and  our  ability  to  exploit  them  make  possible 
the  rapid  translation  of  basic  findings  to  the  clinical  arena.  In  our  own  institution  on 
several  occasions,  this  process  of  translating  a  fundamental  laboratory  finding  to  patient 
application  has  taken  place  in  under  five  years.  This  astounding  amplification  of 
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scientific  knowledge  and  these  myriad  opportunities  have  excited  scientists  in  all  fields 
and  have  stimulated  scientists  in  the  cancer  field  to  extraordinary  efforts.  It  is  the 
recognition  of  this  opportunity  that  makes  the  financial  strictures  which  prevent  them 
from  being  achieved  so  depressing. 

The  Current  Funding  Situation.  The  Bypass  Budget  and  the  Center's  Program. 

The  President's  budget  for  FY  1991  has  recommended  a  3.9%  increase  for  the  NCI 
over  FY  1990.  This  includes  AIDS  research.  The  result  of  such  an  increase  has  been 
described  variously  as,  "a  disaster  which  will  lead  to  a  20%  cut  in  peer-reviewed 
recommendations",  "a  downward  negotiation  of  ongoing  research  and  the  failure  of  this 
country  to  seize  opportunities  that  will  be  lost  forever"  and  "a  terrible  blow  to  the 
Cancer  Center's  Program".  This  3.9%  increase  would  represent  approximately  $6^ 
million  over  current  levels.  Yet  the  Bypass  Budget  of  the  NCI  has  asked  for 
approximately  a  $750  million  increase.  What  is  the  basis  for  this  difference  and  what  are 
its  implications?  I  will  not  treat  you  to  a  dissertation  on  the  Budget  Reconciliation  Act 
or  on  the  elevations  or  shifts  in  funds  from  one  authority  to  another,  but  the  1991  Bypass 
Budget  offered  by  the  Director  of  the  National  Cancer  Institute  indicates  that  it  will 
require  an  increase  of  $132  million  over  the  President's  1990  Budget  Request  to  maintain 
the  1990  level  of  activity  --  why?  In  brief,  (see  T.  3.  Kennedy,  Jr.,  Academic  Medicine 
65:63,  1990;  Cancer  Letter  16,  January  1990  and  February  1990;  Science  2^6:988,  1989). 

A.  Extension  of  project  length. 

B.  Cost  of  projects  including  technology  and  regulatory  demands. 

C.  Cost  of  inflation. 

Let  me  speak  to  two  of  these.  The  extension  of  the  duration  of  support  for  many 
research  projects  from  three  to  five  years  was  a  conscious  goal  of  the  NCI  and  others  to 
stabilize  biomedical  research.  The  stability  offered  by  this  increased  period  of  funding 
enabled  the  investigators  to  view  their  research  in  the  long-term,  and  to  pursue  the  most 
promising  and  important  clues,  thus  avoiding. the  non-productive  cycles  of  constant 
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publication  to  support  constant  application.  This  was  an  important  improvement  in  a 
funding  mechanism  which  previously  had  demanded  that  the  majority  of  investigators 
begin  to  formulate  their  next  grant  renewal  only  18-20  months  after  the  previous  funding 
date.  However,  as  the  number  of  competing  grants  grew,  this  expansion  of  the 
competing  pool  increased  the  magnitude  of  the  non-competing  commitment.  As  a  result, 
even  though  the  NCI  research  projects  grant  pool  underwent  only  minimal  growth  in  the 
last  few  years,  the  current  services  requirements  have  increased  considerably  to  pay  for 
these  funded,  extended  grants. 

Further,  the  technological  advances  that  I  have  described  previously  as  so 
important  to  the  rapid  advancement  of  our  aggregate  scientific  knowledge  have  also 
added  to  the  costliness  of  research  proposals.  Sophisticated  equipment  (and  its  costly 
maintenance)  has  become  vital  to  the  process.  Although  centralization  of  the  most 
expensive  items  (see  Centers  below)  has  been  remarkably  successful,  "lesser"  instruments 
are  still  expensive. 

One  cost  that  has  rapidly  contributed  to  the  increased  demand  for  biomedical 
support  funds  is  the  result  of  regulatory  demands.  Radioactive  and  biohazard  precautions 
and  supervision  of  such  activities  has  added  greatly  to  the  grant  structure.  But  of  even 
greater  magnitude  has  been  the  contribution  of  the  irrevocable  increases  in  the  cost  of 
animal  purchase,  maintenance  and  care.  In  the  minds  of  many  researchers,  it  is  not 
impossible  that  this  constant  escalation  of  regulatory  demand  which  arises  from  many 
governmental  sources  may  be  more  an  expression  of  the  desires  of  those  who  would 
eliminate  animal  research  than  demands  arising  from  good  and  ethical  practice. 

Also,  I  will  not  burden  you  with  a  reiteration  of  the  debates  as  to  whether  we  are 
currently  funding  17%  or  24%  or  27%  of  approved  grants  from  NCI  and  the  basis  for 
these  calculations.  I  will  state  unequivocably  that  many  grants  are  chronically 
underfunded  as  a  result  of  downward  negotiations  from  recommended  levels,  many 
cancer  centers  inappropriately  phased  out  or  restricted  in  their  operation,  and  a 
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substantial  number  of  important  and  potentially  contributory  grants  are  not  funded  at 
all.  If  one  was  to  hazard  an  educated  guess,  the  quest  for  the  prevention  and  cure  of 
cancer,  as  well  as  other  diseases,  would  be  significantly  accelerated  if  we  could  find  an 
additional  25%  of  approved  grants.  Without  question,  these  represent  scientific  and 
intellectually  excellent  proposals.  (The  Journal  of  NIH  Research,  January-February, 
1990,  Vol.  2  "The  Fat  is  Gone,  We  Are  Carving  Up  Muscle  and  Getting  into  Bone".)  What 
financial  target  is  provided  by  the  Bypass  Budget  and  what  is  that  Budget? 

"The  Bypass  Budget  provides  to  Congress  a  figure  of  NCI's  actual  needs  as 
determined  professionally  not  politically.  The  document  spells  out  the  resources  needed 
to  build  and  maintain  the  most  effective  cancer  research  and  control  program  possible." 
The  FY  1991  bypass  request  of  $2.41  bUlion  is  $76^*  million  more  than  the  FY  1990 
President's  Budget  of  $1,646  billion  and  $746  million  greater  than  the  1990  appropriation 
of  $1.1664  billion.  Among  its  components  are  the  following: 

1.  Of  that  $764  million,  an  increase  of  $132  million  over  the  1990  President's  Budget 
is  needed  merely  to  maintain  the  current  level  of  services.  $62.8  million  of  that 
increase  is  to  continue  expanding  AIDS  research. 

2.  An  increase  of  $178  million  would  fund  50%  of  competing  research  project  grants 
and  would  fund  these  at  the  full  recommended  levels. 

3.  An  increase  of  $15.5  million  would  restore  funds  for  approximately  10  centers 
phased  out  in  1989  and  1990.  Another  $9.18  million  would  pay  continuing  centers 
at  committed  levels  and  competing  centers  at  recommended  levels.  An  increase 
of  $10.8  million  would  fund  approximately  5  new  centers  and  another  $3  million 
would  fund  one  or  more  minority  demonstration  centers. 

4.  Clinical  Cooperative  Groups  -  $21.7  million  would  expand  the  number  of  vital 
clinical  research  into  new  treatment  modalities. 

5.  Smaller  increases  in  cancer  prevention  and  control  are  also  included. 
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The  validity  of  these  requests  has  been  verified  by  several  years  of  hearings  and 
documentation. 
What  is  the  Center's  Program? 

The  Cancer  Center's  Support  Program  of  the  NCI  is  an  administrative  approach  to 
some  of  the  cost  problems,  as  well  as  to  the  intellectual  ones  inherent  in  cancer 
research.  Its  purposes  include  an  attempt  to  stimulate  cooperative  research  approaches 
to  the  complex  problems  of  cancer,  in  a  cost  effective  way.  At  its  best,  it  is  enormously 
cost  effective.  As  typified  in  our  institution,  the  support  of  the  so-called  "Core"  grant 
makes  available  to  a  large  number  of  researchers  technology  that  is  too  costly  or 
complex  to  afford  its  availability  in  many  laboratories.  Thus,  through  our  Center  Support 
Functions  often  begun  with  institutional  contributions,  we  have  created  centralized 
resources  of  complex  technology  such  as  the  synthesis  and  analysis  of  DNA  and 
proteins.  These  "cores"  also  function  as  a  repository  of  expertise  in  these  technologies, 
thus  expediting  the  projects  of  many  investigators  by  bringing  to  them  the  newest 
advances  in  the  shortest  time.  Whether  in  high  magnification  microscopy  or  the 
statistical  analysis  of  clinical  research,  this  is  cost  effective  and  people  effective. 

The  center  grant  also  acts  to  focus  the  attention  of  researchers  in  what  I  have 
termed  "affinity  areas".  By  this  approach,  researchers  in  the  growth  or  spread  of  cancer, 
or  genetics  share  basic  research  findings  and  become  aware  of  clinical  problems.  Thus,  if 
as  a  result  of  financial  strictures  there  is  a  reduction  in  the  number  of  highly  valued 
centers,  or  the  continuing  erosion  of  funding  of  others  by  constant  renegotiation 
downward  or  a  failure  to  fund  new  centers  that  warrant  funding,  this  cost  effective 
mechanism,  so  vital  in. focusing  and  expediting  cancer  research,  may  collapse. 
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The  "Cost"  If  We  Fail  to  Seize  the  Opportunity 

The  immediate  cost  of  cancer  in  terms  of  human  suffering  is  evident  in  the  halls, 
rooms  and  wards  of  every  hospital  in  this  country.  At  the  U.T.M.D.  Anderson  Cancer 
Center,  1600  patients  are  seen  every  day  in  our  clinics  and  500  more  reside  as 
in-patients.  The  loss  in  terms  of  loved  ones  is  self-evident.  The  loss  in  terms  of  wisdom, 
human  potential  and  leadership  is  also  evident.  But  the  failure  to  prevent  and  cure 
cancer  is  also  enormously  costly  in  monetary  terms.  Cancer  treatment  is  one  of  the 
major  forms  of  catastrophic  medical  care.  As  in  other  medical  areas,  current  diagnosis 
and  treatment  is  technologically  oriented  and  whether  that  treatment  involves  bone 
marrow  transplantation,  specialized  radiotherapy  or  the  new  modalities  of  biological 
therapy,  the  cost  in  real  dollars  is  astronomical  and  rising.  Our  aging  population,  the 
continued  exposure  to  carcinogens  in  tobacco  and  our  life  style  predict  that  the  number 
of  cancer  patients  will  increase  irrevocably.  Thus,  an  investment  in  prevention  and  in 
research  directed  towards  cure  bears  the  possibility  of  a  savings  in  dollar  terms  of 
enormous  potential;  far  greater  even  than  those  significant  savings  achieved  from  the 
cure  of  polio,  the  protection  against  hepatitis  and  other  medical  triumphs. 

An  equally  disastrous  cost  is  in  terms  of  the  loss  of  future,  basic  and  clinical 

researchers.     Morale  is  terrible  among  established  researchers,  as  well  as  young 

scientists.   The  percentage  of  time  devoted  to  maintaining  funds  is  already  onerous  and 

increasing.    Those  newly  independent  researchers  have  an  increasingly  difficult  time 

receiving  the  outstanding  reviews  required  for  funding.  Achieving  a  score  in  the  slender 

percentile  required  for  funding  is  difficult  to  do  when  you  have  little  track  record  and 

are  new  in  scientific  areas,  regardless  of  how  innovative  or  potentially  exciting  your 

proposal.    The  resultant  loss  of  the  physician-researcher  to  practice  and  the  research 

scientist  to  other  careers  will  produce  a  loss  in  our  ability  to  continue  the  fight  in 

cancer,  and  in  every  area  of  medicine,  that  may  not  be  recovered  in  the  next  several 

decades.  And  this,  in  turn,  will  make  it  impossible  for  us  to  seize  upon  the  potential  for 
"profit". 
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Potential  Profit 

In  an  era  when  this  country  struggles  to  maintain  its  econonnic  primacy,  how  can  it 
be  so  shortsighted  as  to  ignore  and  lose  the  lead  we  hold  in  the  area  of  biomedicine?  No 
other  country  has  contributed  in  so  great  a  degree  to  the  new  and  potentially  exploitable 
field  of  biotechnology.  In  this  area,  there  has  been  no  greater  potential  for  profit  than  in 
the  diagnosis  and  treatment  of  cancer.  The  same  growth  factors  and  their  receptors  that 
I  described  previously,  their  modification  and  their  exploitation  have  given  this  country 
enormous  economic  advantage.  A  vast  number  of  these  have  arisen  directly  from  the 
previous  investment  in  biomedical  research  from  the  NIH  and  the  NCI.  Will  we  relinquish 
this  lead  to  other  countries  whose  investments  in  biomedicine  increase  daily,  whose 
agents  cruise  our  campuses  and  medical  centers  searching  out  viable  and  exciting 
prospects?  If  so,  then  let  us  "bash"  no  one  but  ourselves  in  later  years! 
Summary 

One  million  new  cases  of  cancer  are  diagnosed  in  our  country  every  year  and 
500,000  people  die  of  this  disease.  We  have  made  great  strides  towards  the  elimination 
of  this  affliction  but  we  have  many  miles  to  go.  In  the  past  decade,  we  have  learned 
more  about  the  cancer  cell  than  in  all  the  decade  before  and  the  process  is 
accelerating.  We  have  recognized  the  major  role  of  altered,  normal  genes  called 
oncogenes  and  how  the  growth  and  function  of  cells  is  controlled.  We  have  learned  about 
our  own  body's  defenses  against  cancer  and  from  this  has  sprung  the  field  of  biological 
therapy.  We  have  begun  to  combine  an  increasing  variety  of  forms  of  therapy  and  have 
seen  considerable  success  as  a  result.  We  must  seize  these  initiatives,  nurture  this 
process,  exploit  these  findings  and  as  a  nation,  profit  from  them.  Too  often,  I  hear 
scientists,  physicians  and  administrators  taking  an  adversarial  approach  to  the  research 
interests  and  monetary  needs  of  others.  "Fund  me,  fund  me"  is  their  cry,  "my  field  is 
more  important!"  This  usually  occurs  during  the  seven  lean  years  and  rarely  in  the  seven 
fat  years.  There  are  concerns  voiced  by  those  in  the  area  of  cancer, 
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understandable  and  valid  concerns,  that  the  funding  of  new  initiatives  such  as  AIDS  or 
the  genome  project  will  take  place  at  a  cost  to  ongoing  ones  of  equal  importance. 
However,  I  believe  that  our  country  has  the  resources,  the  initiative  and  the  commitment 
to  fulfill  the  major,  health  related  goals  set  before  it  by  all  of  its  recognized,  biomedical 
researchers.  At  the  most  pragmatic,  the  failure  to  do  so  would  be  financially 
catastrophic,  and  from  a  moral  standpoint,  inexcusable. 

As  a  researcher,  physician  and  administrator,  I  will  end,  therefore,  by  offering  you 
a  new,  quantitative  approach  to  fulfilling  all  of  these  needs  which  I  will  refer  to  as  the 
"SBE"  or  Stealth  Bomber  Equivalent,  as  a  measure  of  our  pragmatism  and  our  morality. 
Of  course,  Texans  rarely  speak  for  modification  of  the  perceived  military  needs  of  the 
country.  However,  I  respectfully  point  out  to  the  Committee  that  the  predicted  cost  of 
each  Stealth  Bomber,  or  each  SBE  is  some  $600  million.  Since  the  average  grant  request 
that  arrives  at  the  NCI  (and  similarly  at  the  other  institutes  of  the  NIH)  is  in  the  range  of 
$125,000  to  $150,000,  one  SBE  would  fund  approximately  kkOO  additional  grants.  Two 
SBEs  would  fulfill  the  entire  Bypass  Budget  of  the  NCI,  enhance  the  AIDS  programs 
beyond  measure  and  create  a  winning  environment  for  success  for  almost  every  initiative 
at  the  other  institutes  of  the  NIH.  In  these  terms,  can  our  country  fail  to  more  wisely 
direct  its  resources  for  its  own  best  interests? 
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PREPARED  STATEMENT  OF  JOHN  F.  SHERMAN 

Good  afternoon.  I  am  Dr.  John  Sherman,  executive  vice  president  of  the.  Association 
of  American  Medical  Colleges  (AAMC),  which  represents  all  127  accredited  U.S. 
medical  schools  and  their  students,  420  major  teaching  hospitals  and  92  professional  and 
academic  societies.  The  Association's  members  play  a  major  role  in  implementing  the 
Federal  Government's  medical  research  programs.  For  example,  approximately  52 
percent  of  the  extramural  budget  of  the  National  Institutes  of  Health  (NIH)  is  awarded 
annually  to  U.S.  medical  schools. 

I  also  serve  as  Chairman  of  the  Steering  Committee  of  the  Ad  Hoc  Group  for  Medical 
Research  Funding,  a  coalition  of  approximately  140  scientific  and  professional 
organizations,  research  institutions  and  voluntary  health  agencies  that  is  concerned  with 
federal  funding  for  biomedical  and  behavioral  research. 

The  AAMC  and  Ad  Hoc  Group  welcome  this  opportunity  to  appear  before  the  Human 
Resources  Task  Force  of  the  House  Budget  Committee  to  discuss  federal  funding  for 
medical  research,  particularly  the  Administration's  FY  1991  budget  request.  The 
institutions  and  organizations  represented  by  the  AAMC  and  the  Ad  Hoc  Group 
recognize  and  deeply  appreciate  the  support  that  Congress  has  provided  to  the  nation's 
medical  research  effort.  This  investment  has  enabled  the  United  States  to  develop  a 
magnificent  system  to  explore  and  better  understand  the  nature  of  the  diseases  and 
disabilities  that  affect  millions  of  Americans. 

At  the  same  time,  there  is  a  growing  concern  within  the  research  community  that  the 
federal  commitment  to  medical  research  during  the  last  two  to  three  years  has  not  kept 
pace  with  either  the  challenges  posed  by  disease  and  disability  or  the  opportunities 
available  to  combat  these  conditions.  Unfortunately,  the  Administration's  FY  1991 
budget  request  does  little  to  allay  this  concern. 

The  Administration's  FY  1991  request  for  the  NIH  of  $7.93  billion  does  not  provide 
sufficient  funds  to  meet  the  scientific  opportunities  currently  available.  In  fact,  the 
Administration's  budget  would  not  even  allow  the  NIH  to  support  fully  its  current  level 
of  effort,  falling  nearly  $400  million  short  of  the  NIH's  estimated  current  services 
budget  of  $8.3  billion.  The  Administrafion's  proposed  4.7  percent  increase  is  below  the 
NIH's  projection' of  5.9  percent  for  the  Biomedical  Research  and  Development  Price 
Index  in  FY  1991.  If  funds  for  AIDS  research  and  the  human  genome  initiative  are 
removed  from  the  NIH  budget,  the  proposed  3.7  percent  increase  for  the  remaining 
NIH  programs  is  below  the  Administration's  4.2  percent  estimate  for  overall  inflation  in 
FY  1991. 

In  an  effort  to  increase  the  number  of  competing  research  projects  to  the  proposed 
5,095  awards,  the  Administration  would  continue  the  recent  practice  of  reducing  the 
size  of  research  project  grant  awards  (both  competing  and  non-competing)  by  significant 
amounts  below  study  section  recommended  levels.  In  FY  1990,  these  so-called 
"downward"  negotiations"  reached  all-time  highs,  amounting  to  an  average  cut  of  12 
percent  for  noncompeting  research  project  grants  and  13  percent  for  competing  awards; 
the  FY  1991  request  assumes  reductions  of  10  and  14  percent,  respectively.  These 
figures  are  averages  for  the  whole  of  NIH;  cuts  for  some  individual  institutes  are  higher. 
These  reductions  are  an  attempt  to  maintain  a  semblance  of  stability  in  the  number  of 
competing  research  project  grants  awarded  each  year.  However,  cuts  of  this  magnitude 
are  a  false  economy;  they  simply  result  in  less  research.  In  addition,  these  cuts  impede 
sound  financial  planning  and  management  by  institutions  and  individual  scientists. 
Further,  they  erode  the  key  role  of  the  peer  review  process  in  the  system  of  grant 
awards  based  on  scientific  merit. 

These  cuts  are  not  limited  to  research  project  grants.  Research  centers  also  have  been 
reduced,  some  by  as  much  as  20  percent  below  recommended  levels.  The 
Administration's  FY  1991  request  would  continue  these  reductions.  It  should  be  noted 
that  if  these  cuts  were  restored,  as  they  should  be  to  both  research  project  grants  and 
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research  centers,  the  Administration's  request  would  be  nearly  $8.6  billion. 

The  AAMC  endorses  the  recommendation  of  the  Ad  Hoc  Group  for  Medical  Research 
Funding  of  $9,237  billion  for  the  NIH.  This  is  an  increase  of  $1.6  billion  over  FY  1990 
and  $1.3  billion  over  the  Administration's  request.  This  proposal  addresses  the  critical 
shortfalls  in  the  Administration's  request  by  restoring  full  funding  for  research  project 
grants  and  centers  and  providing  for  a  measure  of  growth  to  continue  to  provide 
opportunities  for  new  people  and  new  ideas.  To  achieve  these  objectives,  the  Group 
proposal  would  provide  sufficient  money  to  fully  fund  approximately  30  percent  of 
competing  research  project  grant  applications  anticipated  in  FY  1991. 

The  Ad  Hoc  Group's  proposal  also  recognizes  the  need  for  additional  funding  to 
support  the  increased  commitment  base  that  has  resulted  from  extending  the  average 
length  of  research  project  grants.  Over  50  percent  of  the  research  project  grants 
awarded  in  FYs  1988-90  were  for  5  years  or  more,  compared  to  approximately  20 
percent  in  the  mid  1980s.  Extending  the  length  of  project  grants  is  a  worthwhile  policy 
supported  by  both  the  NIH  and  the  research  community.  These  longer  awards  enable 
scientists  to  devote  more  time  to  the  conduct  of  research  rather  than  spending  time 
preparing  more  frequent  applications.  Lengthening  the  award  period,  however, 
increases  the  amount  of  funding  needed  to  support  noncompeting  research  project 
grants  because  it  keeps  more  grants  in  the  system  for  a  longer  period  of  time. 

The  Ad  Hoc  Group's  proposal  also  would: 

•  fully  fund  existing  research  centers  and  support  additional  centers; 

•  restore  the  Biomedical  Research  Support  Grant  program  to  its  FY  1989  level 
of  $56  million.  This  is  in  addition  to  maintaining  the  Administration's 
proposal  for  $6  million  to  support  minority  institutions; 

•  support  12,020  National  Research  Service  Award  trainees  -  as  proposed  by 
the  Administration  --  but  provide  additional  funding  to  support  full  tuition; 

•  support  approximately  250  additional  research  career  awards,  bringing  the 
total  to  nearly  1,800; 

•  provide  approximately  $150  million  to  support  the  first  year  costs  of  major 
new  clinical  trials  that  are  ready  to  begin  but  are  currently  unfunded;  and 

•  provide  the  Administration's  request  of  $88.6  million  for  renovation  of  facilities 
on  the  NIH  campus. 

In  addition,  the  condition  of  extramural  facilities  continues  to  deteriorate.  A  1988  study 
by  the  National  Science  Foundation  and  the  NIH  reported  that  45  percent  of  medical 
schools  surveyed  described  their  facilities  as  inadequate  to  support  the  medical  research 
program  needs.  The  total  cost  of  repairing/and  or  replacing  research  facilities  where 
federally  supported  medical  research  is  conducted  is  far  beyond  what  can  reasonably  be 
expected  in  the  near  future;  however,  each  year  Congress  fails  to  address,  this  problem 
erodes  the  nation's  medical  research  capacity  further  and  increases  the  ultimate  cost  of 
its  restoration.  The  Ad  Hoc  Group  is  aware  that  Congress  will  consider  legislation  to 
authorize  a  $150  million  extramural  construction  program  for  the  NIH  and  ADAMHA, 
The  Group  hopes  that  Congress  will  approve  such  a  program  and  has  included  $150 
million  in  its  proposal. 

As  with  its  proposal  for  the  NIH,  the  Administration's  FY  1991  request  of  $932  million 
for  research  and  research  training  at  the  Alcohol,  Drug  Abuse  and  Mental  Health 
Administration  (ADAMHA)  is  insufficient  to  meet  the  cost  of  maintaining  current 
services.  The  number  of  competing  research  project  grants  proposed  for  FY  1991  is 
604  --  a  decrease  of  268  from  FY  1990.  As  a  result,  the  Administration's  request  would 
fund  only  20  percent  of  approved  applications,  down  from  33  percent  in  FY  1990.  In 
addition,  this  number  of  grants  would  be  supported  at  the  cost  of  an  average  reduction 
of  8  percent  from  study-section  recommended  levels. 
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The  Ad  Hoc  Group's  FY  1991  proposal  of  $1,197  billion  for  ADAMHA  research  and 
research  training  recognizes  the  need  for  adequate  funding  to  expand  all  areas  of 
ADAMHA's  research  and  research  training  mission.  Particular  emphasis  is  placed  on 
the  following  areas: 

•  According  to  the  Institute  of  Medicine,  as  many  as  7.5  million  children  and 
adolescents  experience  serious  mental  and  emotional  disorders.  The  Ad  Hoc 
Group  proposes  $60  million  over  the  FY  1990  level  to  initiate  a  National  Plan 
for  Child  and  Adolescent  Disorders; 

•  The  National  Plan  for  Research  on  Schizophrenia  and  the  Brain  requires  a 
sustained  commitment  of  resources  to  develop  more  effective  treatments  for 
schizophrenia  and  to  accelerate  the  pace  of  research  advances  in  the 
neuroscience  of  mental  illness,  including  manic-depressive  mental  illness 
consistent  with  the  'Decade  of  the  Brain"  initiative.  The  Ad  Hoc  Group 
proposes  $150  million  above  the  Administration's  budget  for  this  effort. 

The  Ad  Hoc  Group  proposal  also  would  provide  increased  support  for  research  on  the 
neurological  and  genetic  aspects  of  addictive  disorders,  the  relationship  between  drug 
abuse  and  HIV  infection  and  mental  disorders  in  the  elderly. 

This  proposal  would  nearly  double  the  Administration's  FY  1991  request  for  competing 
research  project  grants,  allowing  ADAMHA  to  fund  40  percent  of  approved 
applications.  The  number  of  research  centers  would  be  increased  slightly. 

The  Ad  Hoc  Group  proposes  an  increase  in  research  training  from  1,453  trainees  in  FY 
1990  to  2,670  in  FY  1991.  It  is  essential  that  a  significantly  increased  investment  in 
research  training  be  made  in  the  areas  of  mental  health  and  the  addictive  disorders. 
Particular  emphasis  is  placed  on  the  support  of  new  clinical  investigators.  Without  this 
investment,  the  current  shortage  of  physician  scientists  for  research  in  such  areas  as 
aging,  alcoholism,  schizophrenia,  addictive  disorders,  disorders  of  children  and 
adolescents,  and  drug  abuse  will  grow  more  serious  at  the  very  moment  the  scientific 
potential  in  these  fields  is  expanding. 

The  Association  also  would  like  to  comment  on  the  prospects  for  a  sequestration  in  FY 
1991.  Members  of  the  academic  medical  community  are  well-aware  of  the  difficult 
choices  that  Congress  must  face,  not  only  with  regard  to  medical  research  and  other 
health  related  issues,  but  throughout  the  budget.  We  know  that  members  of  Congress 
labored  long  and  hard  through  the  budget  and  appropriations  processes  for  FT  1990. 
However,  the  final  outcome,  in  which  neither  the  funding  agencies  nor  the  recipient 
institutions  knew  how  much  money  would  be  available  until  three  months  into  the  fiscal 
year,  caused  considerable  disruption  of  the  nation's  medical  research  effort.  Beyond  the 
funds  actually  lost,  the  uncertainty  related  to  funding  levels  impeded  responsible 
financial  planning  for  the  individual  scientists,  for  the  research  institutions  and  for  the 
Federal  agencies.  Budget  sequestration  is  not  good  health  policy;  it  is  not  good  budget 
policy.  We  would  urge  you  to  do  everything  in  your  power  to  avoid  sequestration  in 
the  coming  fiscal  year. 


The  Association  also  would  like  to  take  this  opportunity  to  comment  on  the 
Administration's  FY  1991  budget  request  in  the  area-;  of  health  manpower.  Medicare 
and  the  Veterans  Administration  medical  care  anu  iiealth  research  budgets. 
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Health  Manpower 

The  AAMC  is  pleased  with  the  Administration's  FY  1991  budget  proposal  to  increase 
funding  for  the  National  Health  Service  Corps  for  a  scholarship  program  for 
exceptionally  needy  health  professions  students,  and  for  programs  to  address  minority 
underrepresentation  in  the  health  professions.  The  AAMC  is  disappointed,  however, 
that  this  year's  budget  proposal  again  seeks  to  eliminate  a  number  of  health  professions 
training  programs  that  are  critical  in  addressing  physician  maldistribution.  In  addition, 
we  disagree  with  the  Administration's  proposal  to  phase  out  the  Health  Education 
Assistance  Loan  (HEAL)  program,  a  proposal  that  would  have  adverse  consequences 
for  approximately  30,000  health  professions  students  who  need  the  program  to  help 
finance  their  education. 

The  geographic  and  specialty  maldistribution  of  physicians  in  the  U.S.  remains  a  major 
problem  and  the  nation  continues  to  need  the  National  Health  Service  Corps  to  provide 
primary  care  services  in  under-served  areas.  The  Administration's  request  of  $64 
million  to  support  the  loan  repayment  and  scholarship  programs  should  begin  to 
alleviate  the  serious  shortage  of  providers  in  the  1,900  communities  in  this  country  still 
designated  as  health  manpower  shortage  areas.  The  availability  of  additional 
scholarship  and  loan  repayment  funding  will  also  be  very  helpful  to  disadvantaged 
medical  students  and  highly  indebted  residents  interested  in  practicing  in  under-served 
areas. 

The  Administration's  support  of  several  programs  that  address  the  problem  of  minority 
underrepresentation  in  the  health  professions  is  commendable.  The  percentage  of 
Black,  Hispanic,  and  Native  American  physicians  is  still  far  below  parity  with  their 
numbers  in  the  general  population.  Funding  for  minority  recruitment  and  retention 
programs  and  the  Excellence  in  Minority  Health  program  helps  medical  schools  in  their 
efforts  to  the  attract  and  train  more  minority  students. 

The  Administration's  proposal  to  eliminate  essential  training  programs  in  Title  VII  of 
the  Public  Health  Service  Act  contradicts  conclusions  of  the  Congressionally-mandated 
Council  on  Graduate  Medical  Education  (CoGME).  CoGME's  1988  report 
recommends  expanded  federal  funding  of  training  programs  in  primary  care,  preventive 
medicine,  geriatrics  and  of  programs  that  seek  to  correct  geographic  maldistribution. 
These  programs-residency  training  in  general  internal  medicine,  general  pediatrics, 
family  medicine,  and  preventive  medicine  and  support  for  medical  school  family 
medicine  departments-have  been  effective  in  addressing  the  undersupply  of  primary 
care  providers.  Federal  training  programs  in  geriatrics  and  geriatric  faculty 
development  are  helping  to  meet  the  growing  need  for  physicians  skilled  in  caring  for 
the  elderly.  The  Area  Health  Education  C  .nters  (AHEC)  program  provides  clinical 
training  opportunities  to  medical  students  and  residents  in  rural  settings.  Evidence 
suggests  that  the  exposure  provided  by  AHECs  has  influenced  physicians  to  practice  in 
under-served  areas  and/or  to  practice  primary  care.  It  would  be  shortsighted  to 
eliminate  funding  for  these  programs  at  a  time  when  the  nation  faces  critical  shortages 
of  primary  care  and  geriatric  physicians  and  physicians  practicing  in  rural  under-served 
areas. 

The  Administration's  FY  1991  proposal  to  phase  out  the  HEAL  loan  program  would 
have  urgent  consequences  for  the  approximately  8,000  new  students  who  are  likely  to 
need  HEAL  loans  in  the  1990-91  academic  year.  The  program  is  necessary  because  of 
limitations  placed  on  the  amount  students  may  borrow  through  Department  of 
Education  and  other  loan  programs.  The  Administration's  rationale  for  phasing  out  the 
program  apparently  rests  on  the  availability  of  other  financial  aid  programs.  The 
AAMC  believes  that  even  with  increases  in  the  NHSC  loan  repayment  and  scholarship 
program,  the  HEAL  program  will  be  needed  by  medical  and  other  health  professions 
students. 
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The  AAMC  also  opposes  the  proposed  transfer  to  the  HEAL  insurance  fund  of  $15 
million  from  the  Health  Professions  Student  Loan  (HPSL)  and  Nursing  Student  Loan 
(NSL)  programs.  The  Title  VII  statute  requires  this  $15  million  to  be  redistributed  to 
other  HPSL  and  NSL  revolving  funds.  The  proposed  transfer  would  siphon  resources 
away  from  a  program  that  helps  disadvantaged  students.  Moreover,  since  the 
Administration  expects  the  insurance  fund  to  have  an  ending  positive  balance  in  1991  of 
$23.3  million,  the  need  for  the  transfer  is  not  justified. 

The  AAMC  hopes  that  the  Budget  Committee  will  provide  enough  budget  authority  in 
Function  550  to  fund  both  the  programs  supported  by  the  Administration  and  those 
equally  critical  programs  the  Administration  has  unwisely  chosen  to  neglect. 

Medicare 

The  Administration's  budget  proposals  call  for  legislation  that  would  reduce  the  growth 
in  Medicare  program  expenditures  by  $5.5  billion  in  FY  1991.  Payments  for  hospital 
inpatient  services  under  Medicare  Part  A  proposals  would  be  reduced  by  almost  $3.4 
billion,  representing  62  percent  of  the  proposed  savings  in  the  Medicare  program. 

Of  the  $3.4  billion  proposed  reductions  in  FY  1991  Medicare  expenditures  for  inpatient 
hospital  services,  over  $1.2  billion,  or  nearly  36  percent,  would  be  achieved  by  cutting 
the  indirect  medical  education  adjustment  and  direct  medical  education  payments  to 
teaching  hospitals.  Proposed  reductions  in  these  two  payments  to  teaching  hospitals 
account  for  22  percent  of  the  total  proposed  savings  in  the  Medicare  program  budget. 
These  decreases  in  revenues  would  seriously  threaten  the  financial  stability  of  teaching 
hospitals,  affecting  access  to  care  and  quality  of  care  received  by  Medicare  beneficiaries 
and  other  patients. 

In  federal  fiscal  year  1988,  nonfederal  members  of  the  AAMC's  Council  of  Teaching 
Hospitals  (COTH)  accounted  for  nearly  2  million,  or  18  percent,  of  Medicare  discharges 
and  31  percent  of  all  non-emergency  outpatient  visits.  While  all  of  the  Administration's 
health  care  budget  proposals  are  of  interest  to  hospitals,  three  proposals  to  change 
payments  in  the  Medicare  system  are  of  special  concern  to  teaching  hospitals. 


Indirect  Medical  Education  Adjustment 

The  AAMC  firmly  opposes  the  Administration's  proposal  to  reduce  the  Indirect 
Medical  Education  (IME)  adjustment  from  its  current  7.7  percent  for  each  0.1  increase 
in  the  ratio  of  interns  and  residents-to-beds  to  4.05  percent.    This  proposal  would 
substantially  harm  the  financial  viability  of  teaching  hospitals,  which  provide  an 
environment  for  biomedical  research  and  education  in  addition  to  providing  primary, 
secondary,  and  tertiary  patient  care.  Congress  has  recognized  that  the  additional 
missions  of  teaching  hospitals  increase  their  costs  and  has  supplemented  Medicare 
inpatient  payments  to  teaching  hospitals  with  the  IME  adjustment  in  PPS.  Both  the 
House  Ways  and  Means  and  Senate  Finance  Committees  specifically  identified  the 
rationale  behind  the  adjustment.^ 

AAMC  analysis  of  hospital  financial  data  for  1986  through  1989,  provided  by  46 
members  of  the  AAMC's  Council  of  Teaching  Hospitals,  suggests  any  reduction  in  the 
IME  adjustment  will  substantially  harm  teaching  hospitals.  Average  PPS  margins  for 
these  hospitals  fell  from  20.7  percent  in  1986  to  4.5  percent  in  1989.  While  no  hospital 
had  a  negative  PPS  margin  in  19^6,  by  1989  sixteen  hospitals  had  PPS  margins  less  than 


'See  House  Ways  and  Means  Report,  Number  98-25,  March  4,  1983  and  Senate 
Finance  Committee  Report,  Number  98-23,  March  11,  1983. 
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zero,  and  the  PPS  margins  for  1990  are  expected  to  be  still  lower.  The  AAMC  strongly 
supports  the  consideration  of  overall  hospital  financial  performance,  as  measured  by 
total  margin,  in  determining  the  level  of  the  adjustment.  For  the  46  COTH  members, 
the  average  total  margin,  which  includes  all  patient  care  operations,  government 
appropriations,  and  other  income  from  investments  and  philanthropy,  declined  from  6.0 
percent  in  1986  to  3.4  percent  in  1989.  Total  margins  have  remained  consistently  lower 
than  PPS  margins  during  these  years  because  factors  other  than  PPS  payments,  such  as 
uncompensated  care,  affect  the  overall  financial  performance  of  teaching  hospitals. 

Hospitals  not  receiving  the  disproportionate  share  (DSH)  adjustment,  which  partially 
compensates  hospitals  with  significant  shares  of  low-income  patients,  have  margins  that 
are  close  to  zero.  The  IME  adjustment  makes  a  significant  contribution  to  reducing  the 
large  losses,  from  -34.5  percent  to  -0.8  percent,  that  would  result  if  payment  were 
limited  to  the  DRG  rate  plus  outliers.  The  addition  of  the  DSH  payment  to  the 
margin  calculation  moves  the  average  PPS  margin  to  4.5  percent.  If  the  IME 
adjustment  were  reduced  from  7.7  percent  to  4.05  percent,  as  proposed  by  the 
Administration,  the  average  1989  PPS  margin  would  have  fallen  from  4.5  percent  to 
negative  -7.8  percent,  a  reduction  of  over  12  percentage  points.  It  is  important  to 
remember  that  the  inclusion  of  capital  and  direct  medical  education,  cost  components 
that  are  paid  by  Medicare  on  a  cost  or  less-than-cost  reimbursement  basis,  in  the 
margin  calculation  would  have  resulted  in  an  even  lower  Medicare  inpatient  margin.  A 
high  percentage  of  IME  and  DSH  payments  relative  to  the  total  payment  does  not 
necessarily  guarantee  a  large  positive  margin. 

Finally,  the  annual  increases  in  DRG  prices  have  been  lower  than  the  increases  in 
goods  and  services  purchased  by  hospitals.  The  adjustments,  including  the  IME 
adjustment,  will  be  increasingly  important  to  teaching  hospitals.  AAMC  analysis 
suggests  that  any  reduction  in  the  IME  adjustment  would  harm  major  teaching 
hospitals,  particularly  those  institutions  that  do  not  receive  significant  DSH  payments. 
Many  of  these  hospitals  already  have  negative  PPS  margins  at  the  current  level  of  the 
IME  adjustment. 

Direct  Medical  Education  Costs 

The  AAMC  firmly  opposes  any  legislative  changes  in  the  current  payment  system  for 
direct  graduate  medical  education  costs.  The  Administration's  proposal,  establishing  a 
per  resident  payment  derived  from  the  national  average  of  FY  1987  salaries  paid  to 
residents  updated  for  inflation,  departs  from  the  historical  recognition  of  the  broad 
scope  of  direct  medical  education  costs  by  eliminating  payment  for  the  costs  of 
supervisory  faculty  salaries,  and  allocated  overhead.  The  proposal  would  result  in 
decreased  funding  for  medical  education  at  a  time  when  the  effects  of  the  Consolidated 
Omnibus  Budget  Reconciliation  Act  (COBRA)  (P.L.  99-272)  legislation  on  teaching 
hospitals  are  still  unclear. 

COBRA  acknowledges  the  historical  scope  of  direct  medical  education  costs,  including 
the  salaries  and  fringe  benefits  of  residents  and  supervising  faculty  physicians  and 
institutional  overhead  costs.    COBRA  requires  the  calculation  of  a  hospital-specific  per 
resident  amount,  based  on  1984  costs  and  updated  to  adjust  for  inflation.  Each 
hospital's  per  resident  amount  is  determined  by  dividing  its  allowable  costs  by  its 
number  of  residents.  These  per  resident  payments  are  to  become  effective  retroactively 
to  July  1,  1985.  Teaching  hospitals  have  yet  to  experience  the  impact  of  the  COBRA- 
legislated  changes  for  direct  medical  education  costs  because  COBRA  regulations  only 
recently  became  final  on  September  29,  1989.  These  regulations  have  not  been 
implemented  and  guidelines  for  auditing  hospitals'  per  resident  amounts  have  been 
issued  only  in  draft  form. 
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Teaching  hospitals  provide  the  resources  for  the  chnical  education  of  physicians, 
dentists,  nurses,  and  allied  health  professionals.  To  provide  this  experientially-based 
clinical  training,  hospitals  incur  educational  costs  related  to  patient  care.  These  added 
costs  include  resident  stipends  and  benefits,  salaries  and  benefits  for  faculty  supervision 
of  trainees,  classroom  space,  supplies,  clerical  support,  and  allocated  overhead.  The 
AAMC  believes  that  third-party  payers,  including  Medicare,  must  support  their 
proportionate  share  of  the  costs  of  supervision  and  other  related  educational  costs  to 
help  ensure  high  quality  patient  care,  and  to  preserve  the  high  quality  of  residency 
programs. 


Hospital  Outpatient  Department  Payments 

The  AAMC  firmly  opposes  the  Administration's  proposal  to  a  10  percent  "across-the- 
board"  reduction  in  Medicare  payments  for  certain  hospital  outpatient  services, 
beginning  in  FY  1991.  While  the  details  of  a  completely  prospective  payment  system 
for  outpatient  services  are  still  under  consideration,  the  Administration  has  offered  no 
rationale  or  empirical  evidence  for  the  proposed  reduction  in  hospital  outpatient 
payments  other  than  the  desire  to  control  the  growth  in  expenditures  for  Medicare 
hospital  outpatient  services. 

Some  prospective  pricing  methods  of  payment  have  already  been  mandated  for  clinical 
laboratory  services,  many  outpatient  surgical  services,  and  a  number  of  outpatient 
diagnostic  services.  These  different  methods  of  payment  constitute  an  interim  step  in 
the  reform  of  the  Medicare  outpatient  payment  system. 

The  burden  of  the  Administration's  arbitrary  proposed  policy  would  fall 
disproportionately  on  teaching  hospitals,  potentially  affecting  access  to  services  and 
quality  of  care  available  to  Medicare  beneficiaries  and  other  individuals.  Many  teaching 
hospitals,  located  primarily  in  urban  areas,  have  established  large  clinics  and  primary 
care  services  to  meet  neighborhood  health  care  needs  and  to  provide  a  well-rounded 
educational  experience  for  medical  students  and  residents.  Major  teaching  hospitals  are 
larger  and  have  more  outpatient  and  emergency  visits  than  most  community  hospitals. 
In  1987,  nonfederal  members  of  the  Council  of  Teaching  Hospitals  provided  52  million 
non-emergency  outpatient  visits,  accounting  for  31  percent  of  all  non-emergency 
outpatient  visits. 

Medicare  Summary 

The  Medicare  program  has  been  a  frequent  target  for  proposed  reductions  in  federal 
spending,  and  for  the  past  several  years  has  provided  a  substantial  share  of  the  budget 
savings  needed  by  Congress  to  reach  budget  targets.  Within  the  Medicare  budget,  cuts 
in  the  direct  medical  education  payment  and  the  indirect  medical  education  adjustment 
are  easy  targets  because  their  education  labels  are  perceived  as  inconsistent  with  a 
patient  services  program.  The  financial  success  or  failure  of  teaching  hospitals  could 
affect  access  to  care  and  quality  of  care  received  by  Medicare  beneficiaries  and  other 
patients. 


Department  of  Veterans  AfiEaiis 

All  too  often,  the  role  of  the  Department  of  Veterans  Affairs  (VA)  is  overlooked  in 
discussions  of  the  national  healthcare  delivery  system,  despite  the  fact  that  the  Veterans 
Health  Services  and  Research  Administration  (VHSRA)  operates  172  medical  centers, 
231  outpatient  clinics,  117  nursing  home  care  units,  and  27  domiciliaries,  making  it  the 
largest  health  system  in  the  western  world.  Through  this  comprehensive  network,  the 
VA  provides  access  to  care  for  millions  of  eligible  veterans  who  require  medical 
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attention.  In  1989  alone,  the  VA  treated  over  one  million  patients  and  had  an  average 
daily  hospital  census  of  nearly  67,000.  More  and  more  veterans  have  come  to  rely  on 
the  VA  for  health  care  in  recent  years,  due  to  a  variety  of  factors  including  the  aging  of 
the  veteran  population,  the  escalating  costs  of  medical  care,  the  problems  of  the 
uninsured,  and  fiscal  constraints  on  other  Federal  health  care  programs.  The  VA's 
growing  challenge  in  fulfilling  its  primary  mission  comes  at  a  time  when  the  system  has 
faced  inadequate  funding  and  severe  budget  shortfalls. 

The  $12.3  billion  medical  care  appropriation  contained  in  President  Bush's  FY  1991 
proposed  budget  is  encouraging.  It  acknowledges  the  need  for  sharply  increased 
funding  by  providing  a  $1  billion  increase  over  the  authorized  FT  1990  spending  level. 
However,  even  $12.3  billion  will  not  allow  VHSRA  to  recapture  past  losses  and 
maintain  a  high  quality,  well-balanced  program. 

The  President's  proposed  FY  1991  appropriation  for  the  VA  research  program  of  $198 
million  represents  a  real  cut  of  $14  million  from  FY  1990.  Funding  at  such  a  level  fails 
to  meet  even  the  most  basic  needs  to  sustain  this  important  program.  Secretary 
Derwinski  has  justified  this  cut  by  pointing  to  the  increase  in  the  medical  care  account. 
It  is  important  to  note  that  research  funding  supports  the  VA's  patient  care  mission. 
The  two  programs  should  not  be  played  against  one  another.  The  research  program 
serves  a  vital  function  in  the  recruitment  and  retention  of  physicians  who  provide 
excellent  patient  care  and  conduct  research. 

In  the  interest  of  publicizing  the  needs  of  the  VA,  the  AAMC  has  joined  a  coalition  of 
organizations  who  support  increased  funding  for  the  VA's  medical  care  and  health 
research  programs.  This  group,  the  Friends  of  the  VA,  advocates  an  alternative  to  the 
FY  1991  budget  proposed  by  President  Bush.  The  AAMC  endorses  the  Friends  of  the 
VA's  FY  1991  recommendations  of  $13.4  billion  for  medical  care  and  $268  million  for 
research. 

The  $13.4  billion  medical  care  appropriation  proposed  by  the  Friends  of  the  VA  would 
enable  the  VA  to  fulfill  the  mandate  of  providing  quality  health  care  to  eligible 
veterans.  For  instance,  funds  would  be  available  to  fill  long-vacant  staff  positions, 
depleted  supplies  would  become  a  thing  of  the  past,  and  out-dated  equipment  could  be 
^■eplaced.  This  funding  level  also  recognizes  the  costs  realized  by  the  VA  in  treating 
AIDS  patients.  Last  year,  the  VA  treated  7  percent  of  all  the  nation's  AIDS  patients, 
at  a  cost  of  $130  million.  However,  the  VA  was  allocated  a  total  of  only  $55  million 
for  AIDS  care.    A  larger  share  of  the  general  Federal  funds  should  be  allocated  for 
treatment  of  patients  diagnosed  with  this  tragic  illness. 

Funding  of  $13.4  billion  would  furnish  the  VA  with  some  of  the  resources  necessary  to 
begin  to  adapt  to  the  future  needs  of  aging  veterans.  Specifically,  excess  hospital 
capacity  could  be  converted  to  extended  care  services,  ambulatory  services  could  be 
expanded,  and  funds  would  be  available  for  activation  of  newly-constructed  facilities. 

The  need  to  authorize  a  level  of  appropriations  for  VA  medical  care  that  preclude  the 
need  for  mid-year  supplemental  appropriations  caimot  be  emphasized  strongly  enough. 
The  difficulty  of  operating  any  major  organization,  let  alone  a  hospital,  in  the  absence 
of  clear  budget  forecasting  is  important  to  recognize.  Funding  that  arrives  late  in  the 
year  does  little  to  improve  the  ability  to  retain  personnel.  Administrators  can  plan 
more  effectively  and  patients  can  be  served  best  by  a  well-balanced,  year-long  spending 
plan. 

In  the  area  of  research,  a  $268  million  FY  1991  appropriation  would  allow  the  VA  to 
operate  at  the  1985  level  of  effort.  Between  1981  and  1989,  the  purchasing  power  of 
the  VA  research  appropriation  was  cut  nearly  in  half.  This  cut  has  meant  the  loss  of 
promising  iimovations  in  medicine  that  could  prolong  and  improve  life,  as  well  as  lead 
to  cost  savings  in  health  care  delivery.  Further  cuts,  as  proposed  by  the  President, 
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would  lead  to  additional  lost  opportunities. 

The  presence  of  research  dollars  offers  veterans  valuable  opportunities  to  participate  in 
studies  that  involve  the  latest  medical  therapies  and  technology.  The  long  term  benefits 
of  such  studies  are  enjoyed  by  veterans  and  the  entire  population.  As  mentioned 
previously,  the  importance  of  research  funding  on  recruitment  and  retention  must  not 
be  overlooked.  The  chance  to  conduct  research  in  a  clinical  setting  attracts  many 
outstanding  physicians  to  the  VA.  Thus,  research  dollars  can  be  described  as  a  well- 
invested,  highly-leveraged  amount  of  money  that  reaps  considerable  returns.  To  protect 
the  benefits  of  research  and  the  role  research  plays  in  the  VA's  mission,  additional 
appropriations,  well  beyond  President  Bush's  FY  1991  budget  proposal,  must  be 
authorized. 

Again,  the  Association  of  American  Medical  Colleges  and  the  Ad  Hoc  Group  for 
Medical  Research  Funding  appreciate  this  opportunity  to  make  our  views  known  on 
these  critical  issues. 
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PREPARED  STATEMENT  OF  JOEL  E.  GREY  AND  ROBERT  M.  SLOANE 


INTRODUCTION 

Madam  Chairwoman,  I  am  Joel  E.  Grey,  Administrator  of  Novato  Community  Hospital,  Novato, 
California,  and  I  am  here,  along  with  Robert  M.  Sloane,  President  and  Chief  Executive  Officer 
of  Anaheim  Memorial  Hospital,  Anaheim,  California,  to  testify  on  behalf  of  the  hospitals  in 
California.  We  want  to  address  the  fiscal  year  (FY)  1991  budget  proposals  affecting  hospitals, 
particularly,  Medicare  funding. 

During  budget  deliberations  last  year.  Congress  acknowledged  hospitals  increasingly  fragile 
situation  and  the  toll  that  years  of  Medicare  cuts  have  exacted.  We  appreciate  that  your  Task 
Force  recognizes  that  ever  greater  demands  are  being  made  of  hospitals;  that  Medicare 
payments  fall  further  below  actual  costs  with  each  passing  year;  that  meager  Medi-Cal 
(California's  Medicaid  program)  payments  are  only  partially  covering  care  for  the  poor;  and  that 
rising  unsponsored  care  costs  are  becoming  more  and  more  difficult  for  many  hospitals  to 
bear.  With  its  efforts  to  temper  proposed  Medicare  spending  reductions  last  year,  Congress 
signaled  an  understanding  that  hospitals  have  contributed  disproportionately  toward  federal 
deficit  reduction.  However,  this  year  Congress  and  hospitals  will  face  an  even  greater  challenge 
as  the  Administration  seeks  billions  more  in  Medicare  spending  reductions. 

The  Administration  proposes  tax  increases  and  spending  reductions  totaling  $36  billion  in  FY 
1991.  Of  that  amount.  Medicare  would  absorb  $5.6  billion  in  reductions.  Breaking  it  down 
further,  $3.4  billion  would  be  taken  from  Part  A  payment  to  hospitals  and,  of  another  $2.2  billion 
that  would  come  from  Part  B,  more  than  $700  million  would  affect  hospital  outpatient  payments. 
The  budget  proposal  would  require  hospitals  to  absorb  $4.1  billion  in  total  reductions.  California 
hospitals'  Medicare  payments  would  be  cut  nearly  $364  million. 

Although  Medicare  expenditures  constitute  approximately  8  percent  of  the  total  federal  outlays, 
cutbacks  in  Medicare  payments  account  for  almost  36  percent  of  the  total  proposed  spending 
cuts. 

We  are  troubled  that  the  government  continues  to  limit  payments  to  hospitals  even  though 
payments  from  the  Hospital  Insurance  Trust  Fund  are  financed  through  dedicated  revenues. 
In  fact,  declining  Medicare  Trust  Fund  reserves  are  used  (as  are  Old  Age  Survivor  and  Disability 
reserves)  to  mask  the  size  of  the  deficit  by  offsetting  losses  in  the  operating  budget. 
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In  keeping  with  the  philosophy  that  Medicare  funding  decisions  be  policy-oriented,  instead  of 
budget-driven,  the  hospitals  of  California  support  the  American  Hospital  Association's 
recommendation  that  treatment  of  the  Hospital  Insurance  Trust  Fund  be  altered  so  programs 
financed  from  the  fund  are  excluded  from  budget  totals,  exempted  from  sequestration,  and 
protected  from  cuts  through  reconciliation.  The  1993  effective  date  of  provisions  that  would 
remove  Medicare  from  the  consolidated  budget,  and  would  prohibit  counting  Medicare 
spending  reductions  toward  budget  reconciliation  totals,  should  be  advanced. 

FINANCIAL  STATUS  OF  CALIFORNIA  HOSPITALS 

California  hospitals,  like  their  counterparts  across  the  nation,  need  the  continued  support  of 
Congress  in  FY  1991  and  beyond.  Overall,  patient  operating  margins  fell  from  7.36  percent  in 
FY  1984  to  slightly  above  2.0  percent  in  FY  1989.  Under  current  law,  the  FY  1990  aggregate 
Medicare  prospective  payment  system  (PPS)  operating  margin  is  expected  to  be  between 
negative  10  percent  and  negative  13  percent. 

Uncompensated  care  costs  grew  from  $1,379  billion  in  1984  to  $3,124  billion  in  1989-126 
percent.  In  1989,  California  hospitals  provided  nearly  $1.3  billion  in  free  or  unpaid  care.  In 
addition,  hospitals  subsidized  inadequate  Medicare  and  Medi-Cal  payments  by  $1 .8  billion  ($1 .2 
billion  due  to  Medi-Cal  shortfalls  and  $668  million  due  to  inadequate  Medicare  payments.)  After 
the  growth  rate  of  charity  care  costs  (241  percent),  unreimbursed  Medicare  costs  were  the 
fastest  growing  component  (202  percent)  of  California  hospitals'  uncompensated  care  costs 
during  this  five-year  period. 

Medicare  payment  policies  are  having  a  detrimental  effect  on  all  types  of  California  hospitals. 
In  FY  1991,  more  than  70  percent  of  hospitals  are  projected  to  suffer  losses  treating  Medicare 
patients.  More  than  half  of  all  hospitals  will  have  PPS  deficits  of  10  percent  or  more,  and  one- 
fourth  will  have  PPS  margins  of  a  negative  25  percent  or  more. 

California  hospitals  are  concerned  about  the  implications  of  the  Medicare  payment  policy  on| 
other  payers,  particularly  private  businesses  that,  because  of  higher  health  insurance  premiums, 
have  had  to  modify  the  health  coverage  they  offer.  In  fact,  it  can  be  argued  that  Medicare'^ 
payment  policies  are  contributing  to  the  growing  number  of  American  workers  who  have  no 
health  insurance.  Health  insurance  premiums,  partly  the  result  of  inadequate  Medicare, 
payments,  are  moving  farther  and  farther  beyond  the  reach  of  small  businesses.  The^ 
interaction  between  public-and  private-sector  policies  Is  adversely  affecting  the  availability  an^ 
affordability  of  health  insurance. 

The  gap  between  revenues  and  expenses  cannot  continue  to  widen  without  dire  consequences. 
Despite  years  of  declining  margins  and  mounting  Medicare  and  Medi-Cal  payment  shortfalls, 
California  hospitals  so  far  have  maintained  their  long-standing  commitment  to  provide  high- 
quality  care  to  patients  wherever  and  whenever  needed.  However,  hospitals  are  struggling  to 
maintain  this  commitme'nt.  The  proposed  reductions  in  the  FY  1991  budget  proposal,  if 
enacted,  will  make  this  struggle  even  more  difficult.  Many  hospitals  already  have  been  forced 
to  make  difficult  choices  regarding  the  services  they  offer.  To  remain  viable,  many  have  had 
to  close  needed  community  services,  including  trauma  care,  obstetric  and  other  units. 
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These  reductions  would  come  at  a  time  when  the  pressures  facing  hospitals  are  greater  than 
they  were  a  year  ago.  Costs  of  goods  and  services  used  to  render  the  quality  of  care  expected 
by  the  American  public  are  increasing  rapidly  even  as  unsponsored  care  for  the  uninsured  and 
underinsured  grows.  In  addition,  the  number  of  patient  requiring  specialized  treatment  for 
diseases  such  as  AIDS  or  for  trauma-related  incidents  escalates. 

The  $364  million  in  cuts  from  projected  spending  for  FY  1991  would  hurt  all  California  hospitals, 
but  the  greatest  harm  would  fall  on  teaching  facilities.  Cuts  affecting  all  hospitals  include  a  4.1 
percent  update  factor  (about  1.5  percentage  points  less  than  projected  inflation),  limits  on 
payment  for  capital-related  expenses  (the  largest  ever  proposed),  and  lower  payments  for 
outpatient  services.  In  addition,  the  President  would  cut  medical  education  payments  by  over 
50  percent. 

Further  cuts  in  Medicare  payments  for  hospital  services  to  the  elderly  and  disabled  at  this 
juncture  also  will  add  to  the  uncertainty  and  unpredictability  that  has  come  to  characterize  PPS. 

FACTS  ABOUT  RISING  HOSPITAL  COSTS 

As  the  downward  trend  in  PPS  aggregate  margins  indicates,  increases  in  the  costs  of  providing 
hospital  services  to  Medicare  beneficiaries  annually  eclipse  increases  in  Medicare  payments. 
Unfortunately,  the  Administration's  budget  is  based  on  the  faulty  assumption  that  hospitals  are 
responsible  for  cost  increases  and  can  afford  to  absorb  cuts  through  operational  efficiencies. 
The  facts  are  that  hospitals  have  managed  and  are  managing  costs  under  severe  financial 
constraints.  So  far,  they  are  doing  so  without  compromising  access  to  and  quality  of  care.  For 
example,  hospital  spending  as  a  percent  of  the  gross  national  product  has  remained  constant 
at  about  4  percent  since  1982,  and  real  annual  growth  in  hospital  spending  has  been  held  to 
about  2  percent  since  1985.  Hospital  expenditures  have  been  the  slowest  growing  component 
of  the  personal  health  care  spending  since  1982.  In  1988,  Californians  spent  3.6  percent  of 
their  income  for  hospital  care  while  nationally  the  figure  was  4.05  percent. 

In  addition,  hospitals  have  moved  to  provide  care  in  the  most  efficient  and  appropriate  settings. 
In  California,  between  1985  and  1989,  total  outpatient  visits  increased  36  percent,,  while 
admissions  increased  .5  percent.  Much  of  the  decline  in  inpatient  use  and  the  complementary 
increase  in  outpatient  care  is  the  direct  result  of  incentives  by  PPS  and  private  insurers.  The 
phenomenal  technological  changes  of  the  past  decade  also  facilitated  this  shift.  Nearly  one- 
half  of  all  surgeries  are  now  performed  on  an  outpatient  basis,  up  from  less  than  one-fourth  just 
a  few  years  ago. 

But  cost  are  increasing,  largely  because  of  factors  beyond  the  control  of  hospital  management. 
The  prices  hospitals  pay  for  resources  (especially  wages)  needed  for  patient  care  are  rising 
faster  than  prices  in  the  rest  of  the  economy.  The  Consumer  Price  Index  climbed  about  29 
percent  from  FY  1982  through  1989,  but  the  PPS  hospital  market  basket  index  increased  36 
percent.  Even  the  PPS  market  basket  index  understates  the  rate  of  inflation  faced  by  hospitals. 
The  indicator  Medicare  uses  to  measure  increases  in  hospital  labor  prices  fails  to  accurately 
capture  these  changes  because  it  is  based,  for  the  most  part,  on  wages  in  other  parts  of  the 
economy  that  are  unrepresentative  of  hospital  wage  structures.  Hospitals  face  shortages  of 
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critical  personnel,  particularly  nurses  and  other  technical  staff,  that  have  forced  wages  and 
benefits  up  faster  for  hospitals  than  for  other  businesses.  The  AHA  estimates  the  PPS  market 
basket  index  understates  the  actual  rate  of  hospital  inflation  by  2  to  3  percentage  points  per 
year. 

Projected  growth  in  Medicare  spending  is  subject  to  the  same  cost  pressures,  pressures  largely 
beyond  the  control  of  hospital  management.  In  FY  1991,  Medicare  spending  for  hospital 
insurance  benefits  is  expected  to  increase  9.2  percent.  Of  this,  5.6  percent  is  attributable  to 
inflation  or  higher  prices  hospitals  must  pay  for  labor,  drugs  and  medical  supplies.  The  number 
of  people  eligible  for  Medicare  Part  A  benefits  is  expected  to  grow  1.7  percent  in  FY  1991  as 
our  population  continues  to  age.  Another  1.5  percent  of  growth  in  Part  A  spending  is 
attributable  to  the  FY  1991  expiration  of  the  current  15  percent  reduction  in  capital  payments, 
assumed  in  baseline  Medicare  spending  estimates.  The  remaining  increase  is  attributable  to 
an  increase  in  the  Medicare  case-mix  index,  which  measures  the  increase  in  payments  and 
costs  of  treatment  resulting  from  the  changing  mix  of  patients  admitted  to  hospitals. 

The  rationale  underlying  the  Administration's  budget  fails  to  recognize  these  external  cost 
pressures.  Rather  than  reflecting  the  legitimate  needs  of  Medicare  beneficiaries,  it  puts 
hospitals  and  their  medical  staffs  in  a  position  where  they  must  ration  care.  Hospitals  cannot 
continue  to  provide  more  care  with  fewer  resources.  Inadequate  hospital  payments  can  mean 
that  a  necessary  procedure  cannot  be  provided,  and  that  someone  does  without  the  care  they 
want  or  need.  It  is  unconscionable  to  expect  hospitals  to  dictate  whether  someone  receives 
medical  care  on  the  basis  of  strictly  economic  reasons. 

Signs  of  a  deteriorating  hospital  system  abound.  One  obvious  and  tragic  example  is 
California's  emergency  and  trauma  care  system:  It  is  collapsing.  During  the  past  year,  four 
hospitals  have  relinquished  their  status  as  trauma  centers;  13  have  closed  since  establishment 
of  trauma  centers  in  California.  In  addition  to  the  trauma  center  closures,  two  hospitals  have 
downgraded  their  emergency  rooms.  A  recent  Washington  Post  article  reported  "common 
waits  of  18  hours"  in  a  major  northern  California  hospital  serving  a  large  share  of  medically 
indigent  patients  and  that  Ihe  emergency  room  at  the  UCLA  Medical  Center  ....has  become 
so  constantly  backed  up  that  ambulances  are  turned  away  at  least  25  percent  of  the  time."  It 
is  not  unusual  for  San  Francisco  General  Hospital  to  be  on  65  to  70  percent  diversion  during 
the  weekend. 

THE  PRESIDENTS  BUDGET  PROPOSALS:  IMPACT  OF  CUTS 

Against  a  backdrop  of  continued,  largely  uncontrollable  financial  and  demand  pressures  on 
hospitals,  the  President  proposes  $4.1  billion  in  further  reductions  in  growth  of  Medicare 
payments  to  hospitals.  Adequate  Medicare  payments  are  essential  to  hospitals'  financial 
stability  and  their  ability  to  provide  quality  care.  Medicare  and  Medi-Cal  account  for  about  52 
percent  of  gross  patient  revenue,  and  hospital  operating  margins  follow  the  pattern  of  Medicare 
PPS  margins,  suggesting  that  inadequate  Medicare  payments  are  a  key  cause  of  hospital 
financial  troubles. 
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The  President  outlines  several  proposals  to  cut  Medicare  spending,  in  particular  singling  out 
teaching  hospitals  for  significant  cuts,  but  all  hospitals  will  suffer  some  payment  loss  as  a  result 
of  the  budget  package  which  includes: 

A  4.1  percent  update  factor  for  all  hospitals  (less  than  the  rate  of  inflation); 

A  15  to  25  percent  cut  in  payments  for  capital-related  expenses; 

A  10  percent  reduction  in  hospital  outpatient  payments;  and 

A  50  percent  reduction  in  teaching  hospitals'  payment  adjustments 

Inadequate  Update  Factor 

The  President  proposes  to  save  $640  million  in  FY  1991  by  limiting  the  increase  in  the  FY  1991 
update  factor  to  4.1  percent  for  all  hospitals,  whether  urban  or  rural.  This  is  about  1.5 
percentage  points  less  than  the  currently  projected  increase  in  the  FY  1991  market  basket 
index. 

This  proposal  would  result  in  a  loss  of  $  65.7  million  in  payments  to  California  hospitals.  Even 
more  troublesome,  this  proposal  departs  from  the  long-standing  practice  of  using  the  market 
basket  index  to  determine  the  update  factor.  Instead,  the  update  factor  would  be  set  arbitrarily, 
a  precedent  that  would  effectively  divorce  hospital  payments  from  actual  economic  conditions. 

Cuts  in  Payments  for  Capital-Related  Expenses 

The  largest  spending  cut  in  hospital  payments  in  FY  1991,  $1.5  billion,  would  be  achieved  by 
maintaining  the  current  15  percent  reduction  in  capital  payments  to  rural  hospitals  and 
increasing  to  25  percent  the  reduction  in  that  payment  to  urban  hospitals.  Capital  payments 
would  be  reduced  for  both  inpatient  and  outpatient  departments. 

California  hospitals  would  lose  over  $148  million  in  Medicare  capital  payments  under  this 
proposal. 

Paying  hospitals  less  than  the  full  cost  of  capital  is  not  an  incentive  to  evaluate  capital 
investments  more  judiciously.  Capital  decisions  are  driven  by  patient  care  considerations. 
Today's  capital-related  expenses  result  from  previous  years'  investment  decisions  made  in 
compliance  with  existing  laws  and  regulations. 

Reduced  Payments  for  Hospital  Outpatient  Departments 

Payments  for  hospital  outpatient  services  would  be  reduced  10  percent  across-the-board 
beginning  in  FY  1991,  and  reductions  would  continue  each  year.  PPS  already  provides 
incentives  for  hospitals  to  treat  patients  more  efficiently.  Hospitals  have  responded  to  those 
incentives  by  moving  patients  to  outpatient  settings  when  possible,  resulting  in  perhaps  the 
most  significant  health  care  trend  of  the  1980's.  This  major  shift  in  the  setting  of  heath  care 
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services  has  yielded  dramatic  declines  in  hospital  inpatient  days  and  increases  in  outpatient 
visits. 

The  proposal  to  cut  outpatient  payments  flies  in  the  face  of  the  incentives  Congress 
emphasized  in  creating  PPS  and  the  peer  review  organization  program.  Over  $63  million  of  the 
total  $^  million  cut  would  come  from  California  hospitals. 

Impact  on  Teaching  Hospitals 

Teaching  hospitals  would  be  hardest  hit  by  the  budget  proposals.  These  hospitals  are 
responsible  for  proper  training  of  future  medical  professionals  and  are  often  at  the  cutting  edge 
of  innovative  medicine.  They  also  tend  to  serve  more  acutely  ill  patients  and  a  larger  share  of 
indigent  and  low-income  patients.  Teaching  hospitals'  Medicare  margins  historically  have  been 
higher  than  Medicare  margins  for  other  types  of  hospitals,  primarily  because  of  special 
adjustments.  However,  when  compared  to  other  hospitals  on  the  basis  of  total  margins, 
teaching  hospitals  fare  poorly,  reporting  the  lowest  total  margins  of  all  hospitals.  As  a  class  In 
California  -  major  teaching  hospitals  had  a  total  patient  care  margin  of  a  negative  21  per::ent 
in  1989.  The  President's  proposals  would  further  depress  margins  for  these  facilities.  In  FY 
1991,  PPS  margins  could  reach  a  low  of  negative  13  percent  to  negative  16  percent. 
California's  teaching  hospitals  would  lose  over  $72  million  in  medical  education  payments  in 
addition  to  their  proportional  share  of  the  other  cuts.  Whereas  aggregate  inpatient  payments 
to  California's  non-teaching  hospitals  would  be  reduced  3.7  percent  over  current  services 
baseline,  payments  to  California's  97  teaching  hospitals  would  be  reduced  6.5  percent. 

CONCLUSIONS 

Proposals  to  restrict  Medicare  payments  worsen  hospitals'  growing  financial  straits.  Current 
payment  for  services  fail  to  cover  the  costs  of  treating  patients.  The  principal  areas  of  hospital 
underfunding  are  unsponsored  care,  for  which  the  hospital  receives  no  payment,  and  growing 
shortfalls  stemming  from  inadequate  Medicare  and  Medicaid  payments.  Government's 
commitment  to  pay  for  care  falls  increasingly  short  of  its  promises.  To  survive,  hospitals  have 
shifted  the  costs  of  underfunded  public  programs  to  business  and  other  private  payers. 

California  hospitals  seek  fair  government  payment  policies  and  an  end  to  Medicare  and  Medi- 
cal underfunding.  Medicare  and  Medi-Cal  patients  receive  the  same  high-quality  care  as 
private  paying  patients,  yet  the  federal  government  pays  substantially  less  than  the  cost  of  care. 
Fair  government  payment  for  hospital  survival  is  essential. 
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PREPARED  STATEMENT  OF  THEODORE  GUNDLAH 
NEW  YORK;  A  SYSTEM  IN  CRISIS 

I  am  Theodore  Gundlah,  Chief  Executive  Officer  of  the  Clean  General 
Hospital  in  Clean,  New  York.  On  behalf  of  the  275  hospitals  in  New 
York  State  and  on  behalf  of  my  own  hospital,  I  thank  you  for  the 
opportunity  to  present  our  views  about  the  President's  proposed 
Federal  Fiscal  Year  1991  budget. 

The  Clean  General  Hospital  is  a  153  bed  hospital  located  4  00  miles 
west  of  New  York  City  on  the  Southern  Tier  of  New  York  State.  Our 
city  of  20,000  is  10  miles  from  the  Pennsylvania  border  and  is  7  5 
miles  south  of  Buffalo.  We  are  home  to  a  number  of  nationally 
known  industries,  including  Alcas  Cutlery,  American  Clean  Tile, 
Cooper  Power  Systems,  Dexter  Electronics,  Dresser  Rand,  and  St. 
Bonaventure  University.  The  staff  of  Clean  General  numbers  590 
employees,  including  150  Registered  Nurses.  Cur  annual  budget  is 
$20  million  with  a  payroll  of  $12  million.  We  are  the  second 
largest  employer  in  the  Clean  area  after  Dresser  Rand. 

Clean  General  is  one  of  six  hospitals  in  New  York  State  designated 
as  Rural  Referral  Centers  for  the  Medicare  program.  This 
designation  is  the  result  of  the  complement  of  medical  specialists 
and  sub-specialists  in  Clean.  These  physicians  use  the 
sophisticated  diagnostic  and  treatment  capabilities  of  Clean 
General  to  serve  two  New  York  and  two  Pennsylvania  counties.  The 
Clean  General  Hospital   is  presently  awaiting  state  and  federal 


99 


approval  to  establish  a  health  care  network  involving  the  Cuba 
Memorial  Hospital  and  the  Salamanca  District  Hospital.  These  two 
rural  hospitals  are  struggling  for  survival.  The  help  that  we  and 
the  forty-physician  group  practice  adjacent  to  the  hospital  can 
give  may  not  be  sufficient  to  save  these  organizations  that  play 
important  health  care  and  economic  roles  in  their  communities. 

Olean  has  two  hospitals,  and  we  are  constantly  exploring  ways  to 
work  cooperatively  with  our  neighbor  facility.  State  regulatory 
and  planning  agencies  have  encouraged  improved  coordination  of 
health  services  and  the  elimination  of  duplications  for  years. 
Ironically,  it  appears  that  federal  antitrust  laws  will  hinder  or 
preclude  such  cooperation 1  Such  barriers,  combined  with  the 
limitations  in  resources  and  manpower,  make  the  provision  of 
adequate,  high  quality  health  care  impossible! 

An  Overviev 

yew  York  State's  health  care  system  is  in  crisis.  There  are 
disturbing  signs  all  around  us  that  the  health  care  system  in  New 
York  is  beginning  to  crumble.  Growing  demand  and  severely  limited 
resources  are  taking  their  toll  on  our  hospitals  struggling  to  meet 
the  needs  of  patients. 

Hospitals  have  become  the  social  institution  of  last  resort,  left 
to  cope  with  patients  suffering  from  the  unresolved  problems  of 
modern  society.     In  our  big  cities,  hospital  emergency  rooms  are 
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backed  up  with  the  effects  of  substance  abuse,  mental  illness, 
malnutrition,  homelessness  and  AIDS.  Many  of  these  same  problems 
are  now  spilling  into  our  communities  and  rural  areas,  compounding 
the  unique  and  already  difficult  tasks  confronting  rural  hospitals. 
At  the  same  time,  hospitals  throughout  New  York  State  face  an 
unprecedented  shortage  of  nurses  and  other  health  care  staff.  The 
shortage  of  staff  has  forced  many  hospitals  to  eliminate  some 
services  and  curtail  others. 

If  New  York's  hospitals  were  our  patients,  I  would  have  to  say  that 
they  are  in  critical  condition.  Some  of  New  York's  hospitals  will 
die  and  close  their  doors.  Most  will  be  forced  to  limp  along  with 
chronic  and  debilitating  problems.  President  Bush  recently  proposed 
a  budget  that  will  reduce  Medicare  payments  to  New  York's  hospitals 
by  over  $400  million  dollars.  This  budget  ignores  the  realities 
confronting  our  nation's  hospitals. 

The  results  of  a  recent  survey  by  the  Hospital  Association  of  New 
York  State  on  how  hospitals  in  New  York  were  coping  with  continued 
operating  losses  were  startling.  A  number  of  hospitals  reported 
that  they  reduced  staff  in  their  emergency  departments  and  that 
some  patients  were  forced  to  wait  more  than  eight  hours  to  receive 
emergency  medical  care.  Several  hospitals  have  closed  their 
obstetrical  services,  and  others  have  closed  clinics  that  provided 
prenatal  care  to  low  income  women.  One  hospital  closed  its  dental 
clinic  for  low  income  children.    One  rural  hospital  sold  a  van  used 
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to  transport  elderly  patients,  and  another  closed  its  community 
rural  health  clinics.  One  hospital  reported  that  it  was  unable  to 
afford  the  cost  of  fixing  a  leaky  roof.  Another  hospital  reported 
that  it  closed  its  chemotherapy  unit.  Patients  in  that  community 
now  need  to  travel  long  distances  several  times  a  week  for  cancer 
treatments.  Virtually  every  hospital  reported  that  it  was  unable 
to  replace  obsolete  and  broken  equipment.  The  litany  of 
compromises  that  hospitals  have  had  to  make  in  order  to  keep  open 
goes  on  and  on.  The  quality  of  hospital  care  continues  to 
deteriorate,  and  many  Americans  no  longer  have  access  to  basic 
health  services. 

The  Financial  Condition  of  New  York  State's  Hospitals 

The  proposed  budget  ignores  the  financial  condition  of  our  most 
important  health  care  institutions.  Last  year,  three  out  of  four 
hospitals  in  New  York  State  lost  money.  Operating  losses  were  more 
than  $560  million,  and  this  does  not  include  the  losses  of  the  New 
York  City  public  hospitals,  which  by  most  measures  lost 
approximately  $500  million. 

Coming  from  a  state  that  has  long  prided  itself  on  the  excellence 
of  its  hospitals,  I  am  sorry  to  report  that  hospitals  in  my  state 
are  now  older  and  in  many  instances  in  poorer  shape  than  hospitals 
in  other  states.  The  average  age  of  hospital  capital  assets 
nationwide  is  7.21  years.  The  average  age  of  hospital  capital 
assets  in  New  York  State  is  10.35  years. 
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The  Olean  General  Hospital  is  only  slightly  better  than  the  New 
York  average  at  9.78  years  and  our  main  bed  tower  was  constructed 
in  1964.  In  each  of  the  last  two  years,  Olean  General  suffered 
operating  losses  of  nearly  a  quarter  million  dollars. 

Hospitals  in  New  York  are  not  losing  money  because  they  are 
inefficient.  On  the  contrary,  hospitals  in  New  York  are  the  most 
efficient  in  the  country.  For  example,  hospitals  nationwide  employ 
4.28  employees  for  each  patient.  In  New  York,  hospitals  have  only 
3.23  employees  for  each  patient.  I  am  not  arguing  that  hospitals 
across  the  nation  are  necessarily  overstaffed  but  rather  that 
hospitals  in  New  York  have  had  to  reduce  staff  out  of  necessity, 
and  in  some  cases  to  dangerously  low  levels  in  order  to  make  ends 
meet.  The  staffing  level  at  my  hospital  is  a  major  cont-ern  for  our 
administration  and  Board  of  Directors.  We  continuously  evaluate 
the  impact  of  our  staffing  levels  on  patient  care. 

For  most  businesses,  costs  decrease  and  profit  margins  increase  as 
volume  increases".  Unfortunately,  hospital  economics  do  not  follow 
the  normal  rules  of  economic  theory.  There  are  few  empty  hospital 
beds  in  New  York;  many  hospitals  are  over  100%  filled  with  patients 
waiting  hours  and  sometimes  days  until  a  bed  becomes  available. 
It  is  like  the  1930 's  Depression  anecdote  of  the  apple  vendor  on 
the  street  complaining  to  a  friend  that  he  loses  a  penny  on  every 
apple  he  sells,  yet  he  confides  "I  make  it  up  in  volume." 
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The  Shortage  of  Nurses  and  Other  Health  Personnel 

The  proposed  budget  ignores  the  critical  shortage  of  nurses  and 
other  health  personnel.  At  least  once  a  week  in  newspapers  across 
the  country,  there  is  a  story  about  the  shortage  of  nurses  and 
other  health  professionals  and  what  hospitals  are  doing  to  cope 
with  this  problem.  Every  day,  the  "Help  Wanted"  section  of 
virtually  every  paper  in  the  country  is  filled  with  dozens  of 
advertisements  for  nurses. 

Nursing  is  a  difficult  job.  It  is  emotionally  draining,  physically 
demanding  and,  compared  to  many  other  professions,  not  very  well 
paid.  Twenty-five  years  ago,  the  main  competition  of  the  nursing 
profession  for  bright  young  ladies  was  the  teaching  profession. 
Now  this  segment  of  our  population  has  few  limitations  on  career 
choice.  It  is  not  uncommon  for  hospitals  to  report  10%  or  higher 
nursing  vacancy  rates,  with  even  higher  rates  in  critical  care  and 
emergency  units.  The  nursing  vacancy  rate  in  my  hospital  is  10%, 
and  we  are  a  clinical  training  site  for  two  college  nursing 
programs . 

This  problem  is  compounded  by  the  changing  nature  of  hospital 
patients.  Hospitals  need  more  nurses  than  they  used  to  because  the 
average  patient  is  older  and  sicker.  Patients  who  would  have  been 
admitted  to  the  hospital  five  years  ago  are  now  treated  outside  of 
the  hospital  or  in  the  hospital's  outpatient  departments.  Many 
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hospitals  in  New  York  now  perform  as  many  as  40%  of  all  surgeries 
in  their  outpatient  departments,  compared  to  only  10%  five  years 
ago. 

The  changing  nature  of  hospital  patients  is  clearly  reflected  in 
patient-to-nurse  ratios.  In  1983,  we  needed  80.8  nurses  for  each 
100  patients;  by  1987,  we  needed  97.8  nurses  for  each  100 
patients.  As  the  population  grows  older  and  as  hospital  inpatients 
become  even  sicker,  the  demand  for  nurses  will  only  increase. 

Not  surprisingly,  nursing  salaries  have  increased  dramatically. 
Wage  increases  of  10  to  15  percent  are  not  uncommon,  a  figure  well 
above  the  annual  increase  in  the  Medicare  prospective  payment 
rates. 

The  Impact  of  AIDS  on  New  York  State 

The  proposed  budget  ignores  the  impact  of  AIDS  on  our  health  care 
system.  As  of  November  1989,  approximately  26,000  New  Yorkers  have 
been  diagnosed  with  AIDS.  This  is  23%  of  the  111,000  diagnosed 
AIDS  cases  nationwide.  But  many  believe  that  this  is  just  the  tip 
of  the  iceberg.  The  Federal  Centers  for  Disease  Control  (CDC) 
estimate  that  one  to  one-and-a-half  million  Americans  are  infected 
with  the  AIDS  virus.  The  majority  of  these  individuals  will 
develop  the  symptoms  of  AIDS  within  the  next  few  years. 

While  New  York  City  remains  the  epicenter  of  the  AIDS  epidemic. 
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the  problem  is  quickly  spreading  to  the  counties  adjacent  to  New 
York  City  and  to  cities  througK^out  New  York  State.  This  year,  one 
out  of  1,000  babies  born  in  rural  New  York  State  will  be  infected 
with  the  AIDS  virus.  In  many  ways,  the  cost  of  AIDS  is  borne  by 
all  New  Yorkers.  Last  year,  it  cost  New  York  $1.1  to  $1.3  billion 
to  provide  medical  care  to  AIDS/HIV  patients.  By  1993,  it  will 
cost  New  York  $2.1  to  $2.7  billion  annually  to  care  for  these 
patients. 

There  are  also  many  indirect  costs  associated  with  this  disease. 
On  May  30,  1989,  the  Occupational  Safety  and  Health  Administration 
(OSHA)  promulgated  regulations  requiring  that  certain  precautions 
be  used  in  the  treatment  of  all  patients.  The  Occupational  Safety 
and  Health  Administration  estimated  that  these  precautions  will 
cost  hospitals  nationwide  $577  million  annually  to  implement  these 
regulations.    The  proposed  budget  does  not  address  these  new  costs. 

Rural  Hospitals 

The  proposed  budget  ignores  the  plight  of  rural  hospitals.  The 
Medicare  Prospective  Payment  System  (PPS)  is  predicated  on  t^e 
average  cost  of  treating  different  types  of  patients.  While  the 
average  Medicare  payment  for  patients  classified  within  each 
diagnostic-related  group  (DRG)  may  statistically  reflect  the 
average  cost  of  suburban  and  urban  hospitals,  it  is  unable  to 
adequately  reflect  the  actual  costs  incurred  by  rural  hospitals. 
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First,  rural  hospitals  are  generally  smaller  than  their  urban  and 
suburban  counterparts  and  have  fewer  patients  within  each  DRG.  One 
or  two  exceptionally  costly  cases  can  quickly  skew  a  facility's 
average  cost.  As  a  consequence,  there  is  often  very  little 
relationship  between  the  cost  of  providing  care  in  a  rural  hospital 
and  the  Medicare  DRG  payments. 

Second,  rural  hospitals  generally  experience  both  lower  occupancy 
rates  and  more  variation  in  occupancy  than  urban  and  suburban 
facilities.  Discharging  or  admitting  two  or  three  patients  can 
dramatically  affect  the  occupancy  rate  of  a  rural  hospital. 
Moreover,  rural  hospitals  do  not  have  the  flexibility  to  adjust 
staffing  and  other  expenses  to  reflect  sudden  or  radical  changes 
in  occupancy.  The  Medicare  Prospective  Payment  System  does  not 
reflect  these  types  of  variations. 

Third,  a  number  of  studies  have  shown  that  the  cost  of  providing 
health  and  medical  care  in  rural  hospitals  has  increased 
substantially  more  than  the  cost  of  providing  care  in  urban  areas. 
While  over  the  last  several  years  the  rate  of  increase  in  the  PPS 
rates  for  rural  hospitals  has  been  greater  than  the  rate  of 
increase  afforded  urban  hospitals,  this  rate  of  increase  for  rural 
hospitals  has  still  not  accounted  for  their  disproportionate 
increase  in  costs. 

Fourth,  rural  hospitals  are  currently  subject  to  the  same  federal 
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and  state  laws,  codes,  and  standards  as  urban  and  suburban 
hospitals.  Many  of  these  standards  require  rural  facilities  to 
maintain  both  the  same  level  of  staffing  and  types  of  staff  as 
their  non-rural  counterparts.  In  order  to  attract  highly  trained 
professional  staff  to  isolated  communities,  many  rural  hospitals 
must  provide  additional  compensation  and  benefits.  The  Medicare 
Prospective  Payment  System  does  not  reflect  the  additional  costs 
of  attracting  and  retaining  medical  personnel  in  rural  areas. 

Fifth,  rural  hospitals  are  often  the  hub  of  both  community  and 
social  service  programs.  In  most  urban  areas,  these  services  are 
provided  by  a  host  of  agencies  outside  of  the  hospital.  Many  of 
these  agencies  do  not  exist  in  rural  areas  and,  thus,  these 
services  must  be  provided  by  the  hospital . 

We  cannot  let  the  hospitals  of  our  rural  communities  fail.  Such 
failures  often  precipitate  the  demise  of  communities.  There  is  a 
serious  economic  impact  from  the  direct  loss  of  jobs  and  purchased 
services.  Additionally,  businesses  and  industries  will  not  remain 
in  or  relocate  to  communities  without  basic  human  services  such  as 
health  care.  The  proposed  budget  does  not  address  the  problems 
facing  rural  America. 

The  Proposed  Budget 

The  proposed  budget  suggests  that  the  Congress  should  reduce 
Medicare  spending.     In  particular,  the  budget  proposes: 
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o  an  increase  in  Medicare  payments  that  is  less  than  the 
increase  in  the  cost  of  goods  and  services  hospitals  must 
purchase ; 

o        a  15%  to  25%  cut  in  Medicare  capital  payments  to  hospitals; 

o        a  10%  reduction  in  Medicare  outpatient  payments;  and 

o        substantial  cuts  in  Medicare's  support  for  medical  education. 

The  Medicare  Update  Factor 

When  the  Congress  enacted  the  prospective  payment  system  in  1983, 
it  required  the  Secretary  of  the  Department  of  Health  and  Human 
Services  to  base  annual  increases  in  Medicare  payments  to  hospitals 
on  the  hospital  marketbasket,  i.e.,  the  cost  of  goods  and  services 
hospitals  must  purchase.  This  promise  has  been  shortlived.  Since 
1986,  annual  increases  to  New  York  hospitals  have  been  over  $500 
million  less  (approximately  15%)  than  the  increase  in  the  cost  of 
goods  and  services  hospitals  must  purchase  (see  attached  chart) . 

The  proposed  budget  projects  that  from  1990  to  1991  the  cost  of 
goods  emd  services  hospitals  purchase  will  increase  by  5.5%. 
However  this  same  budget  proposes  to  increase  Medicare  payments  by 
only  4.1%.  For  hospitals  in  New  York  the  difference  between  the 
increases  proposed  in  the  budget  and  actual  cost  increases  is  over 
$65  million  annually.  The  cost  of  the  goods  and  services  my 
hospital  must  buy  will  increase  by  over  $100  thousand  more  than  the 
increase  proposed  by  the  budget.    While  $100  thousand  may  not  sound 
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like  a  lot  to  those  who  routinely  think  in  terms  of  billions,  I 
can  assure  you  that  to  a  rural  hospital,  $100  thousand  is  often  the 
difference  between  being  able  to  stay  open  and  closing.  This  loss 
of  revenue  cannot  be  made  up  elsewhere.  New  York  State  law 
prohibits  hospitals  from  charging  other  patients  more  to  make  up 
losses  from  inadequate  governmental  payments.  Without  doubt, 
inadequate  payments  are  eroding  the  quality  of  patient  care. 

Capital  Payments 

This  year,  the  Medicare  program  will  reimburse  hospitals  for  only 
85%  of  their  capital  costs.  This  15%  reduction  in  capital  payments 
will  cost  New  York's  hospitals  over  $80  million — again  a  loss  of 
revenue  that  cannot  be  made  up  elsewhere.  The  proposed  budget 
suggests  that  the  Congress  should  increase  the  reduction  in  capital 
payments  from  15%  to  25%  for  urban  hospitals  and  maintain  the  15% 
reduction  for  rural  hospitals.  If  implemented,  hospitals  in  New 
York  stand  to  lose  over  $130  million.  My  hospital  will  lose  over 
$75  thousand.  If  this  proposal  is  predicated  on  the  assumption 
that  the  Medicare  program  should  not  reimburse  hospitals  for  empty 
beds,  then  I  suggest  that  the  Congress  look  to  New  York.  Hospital 
occupancy  in  New  York  is  over  85%.  Many  hospitals  have  occupancy 
rates  that  exceed  100%.  Across  New  York  State,  the  wait  for  a 
hospital  bed  is  several  days  to  several  weeks. 

Outpatient  Services 

The  proposed  budget  suggests  a  10%  across-the-board  cut  in  Medicare 
payments  for  outpatient  services.     At  a  time  when  hospitals  are 
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trying  to  move  patients  from  more  costly  inpatient  services  to  less 
costly  outpatient  services,  this  proposal  make  little  sense.  I 
can  only  characterize  this  particular  proposal  as  ill-conceived  and 
counterproductive . 

Medical  Education 

The  proposed  budget  also  suggests  cutting  Medicare  support  for 
graduate  medical  education.  We  do  not  have  physician  training 
programs  at  my  hospital,  but  allow  me  to  make  this  comment.  The 
proposed  budget  would  reduce  Medicare  payments  to  hospitals  in  New 
York  that  offer  graduate  medical  education  programs  by  almost  $225 
million.  We  rely  on  those  programs  to  send  us  tomorrow's 
physicians.  At  the  present  time,  we  have  severe  shortages  of 
obstetricians  and  emergency  physicians  in  Olean,  which  is 
considered  an  attractive  community  for  the  practice  of  medicine  and 
for  raising  a  family.  The  shortage  of  family  practitioners  has 
been  a  major  deterrent  to  our  ability  to  assist  our  neighboring 
rural  hospitals  in  Salamanca  and  Cuba.  If  we  destroy  these 
programs  for  some  momentary  budget  saving,  we  will  pay  the  price 
tomorrow. 

Conclusion 

The  message  I  bring  you  today  is  simple.  I  recognize  that  this 
nation  is  facing  a  serious  budget  deficit,  but  I  urge  the  Congress 
not  to  lose  sight  of  the  long  term  consequences  of  destroying  our 
nation's  health  care  system.  ^ 
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PREPARED  STATEMENT  OF  GREGORY  D.  JOHNSON 


Congresswonan  Boxer,  Congressman  Wise,  and  other  inent)ers  of  the  House 
Human  Resources  Task  Force.    Thank  you  for  this  opportunity  to  ocme 
before  you. 

I'm  Greg  Johnson,  the  Administrator  of  Suninersville  Memorial  Hospital. 
Vfy  hospital,  v*iich  is  located  in  Central  West  Virginia,  is  a  92  bed 
facility  consisting  of  40  acute  and  52  skilled  nursing  beds.    Like  the 
majority  of  hospitals  in  West  Virginia,  my  facility  is  classified  as  a 
small,  nural  hospital. 

I'm  here  today  because  I  am  concemed  about  ray  hospital's  ability  to 
continue  to  serve  as  an  access  point  for  critical  health  care 
services.    Hie  nearest  hospital  to  me  is  30  miles  away.    Five  other 
hospitals  are  located  within  a  45  mile  radius  of  my  facili-b^.  Sane 
120,000  people  live  within  the  five  counties  and  2700  square  miles 
served  by  these  hospitcds. 

Of  these  six  hospitals,  only  four  provide  24  hour  in  house  physician 
coverage  of  their  emergency  departments,  only  three  have  intensive  care 
units,  only  three  have  a  full  time  radiologist  on  site,  only  two 
provide  obstetrical  services,  only  -bo  have  a  fixed  CT  scanner  and  only 
two  have  skilled  nursing  facility  beds  for  long  term  care  of  the 
elderly.    At  the  present  time,  my  facility  offers  all  of  the  services 
just  mentioned. 

TOie  majority  of  this  five  ccunly  area  is  a  Federally  designated  Health 
Manpower  Shortage  Area.    It's  easy  to  understand  v^:    My  pediatrician 
is  the  only  such  specialist  in  the  area.    My  internist  is  one  of  only 
three  in  the  five  county  area.    My  hospital  provides  obstetrical 
services  without  the  benefit  of  an  obstetrician  as  there  are  only  two 
obstetricians  in  the  entire  five  county  area.    T^renty  percent  of  the 
physicians  on  ray  medical  staff  have  left  and  have  not  been  replaced  in 
the  last  two  and  one  half  years. 

At  this  point,  you  may  be  asking  yourself  "^flhat's  this  all  got  to  do 
with  the  proposed  1991  Medicare  budget?"   According  to  information 
provided  to  me  by  the  Vfest  Virginia  Hospital  Association,  the 
Administration's  pressed  budget  for  Fiscal  Year  1991  will  have  a  $36 
Million  negative  iiipact  upon  WV  hospitals.    If  every  hospital  shared 
equeilly  in  these  cutbacks,  each  West  Virginia  hospital  would  have  to 
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cxite  vcp  with  $600,000.    I  knew  that  v^hen  your  dealing  with  trillion 
dollar  budgets,  this  may  sound  like  small  change,  but  the  impact  upon 
West  Virginia  Hospitals  is  significant. 

Ccrnpared  to  many  states  across  the  country.  West  Virginia  has  a 
disprc^rtionate  share  of  elderly,  unenployed,  underinsured  and 
impoverished  people.    As  a  resialt,  the  average  W  hospital  never 
collects  38  percent  of  v*iat  it  bills.    In  the  case  of  my  hospital  in 
1989,  we  experienced  a  fourteen  percent  reduction  in  total  gross 
revenue  fron  the  thirty  percent  of  our  patients  insured  by  Medicare  and 
a  nine  percent  reduction  resulted  from  the  twenty-six  percent  of  our 
patients  insured  by  Medicaid.    Another  nine  perc^t  of  our  billings 
will  go  uncollected  due  to  charity  and  bad  debts.    In  total,  my 
hospital  will  never  collect  32  percent  of  the  amounts  charged  to 
patients  in  1989. 

In  1987  and  1988,  the  average  reimbursement  paid  to  WV  hospitals  for 
each  Medicare  admission  is  estimated  to  have  increased  an  average  of 
4.65  percent  per  year  corpared  to  the  6.65  percent  average  per  year 
increase  that  WV  hospitals  were  forced  to  bear  in  increased  labor, 
equipment  and  supply  expenses.    In  1987,  the  difference  represented 
almost  $4  Million.    The  Medicare  increase  was  only  slightly  belcw  the 
so  called  "marke*-  basket"  cost. 

In  1988,  the  difference  translated  into  almost  $16  Million.    The  market 
basket  increase  exceeded  the  increase  in  Medicare  revenue  by  a  full 
four  percentage  points. 

Althou^  Statewide  estimates  are  not  yet  available,  I  have  distributed 
a  sunmary  of  adjustments  to  revenue  for  my  hospital  for  the  last  three 
fiscal  years.    As  you  can  see,  it  would  appear  that  the  discrepancy 
between  hospital  billings  and  Medicare  reimbursement  continues  to 
grew.    In  1989,  Medicare  DPG  payments  at  ray  hospital  fell  a  f       ull  50% 

short  of  covering  the  charges  generated  by  our  Medicare  ii^tients. 

This  is  up  remarkably  fron  1988  when  we  wrote  off  an  average  of  38%  for 

each  Medicare  inpatient. 

As  I  mentioned  earlier,  the  1991  discrepancy  will  represent  $36  Million 
to  WV  hosptial.    Hew  do  we  make  up  such  difference? 

1.  Do  we  continue  to  practice  cost  shifting  as  we  have  since  the 
advent  of  the  DRG  system  by  charging  those  patients  with  insurance 
more  to  offset  the  difference?    In  my  case  only  34%  of  my  patients 
have  ccranercial  insurance.    These  patients  will  have  to  pay  $1.8 
Million  in  billings  to  offset  the  $600,000  average  hospital  share 
of  the  1991  Medicare  reduction. 

2.  Do  we  shorten  the  length  of  stay  for  our  Medicare  patients  to  cut 
our  DPG  losses?    In  my  case,  the  State  Peer  Review  Organization  is 
already  conducting  a  focus  review  of  ray  hospital  because  my 
hospital's  Medicare  length  of  stay  is  among  the  shortest  in  the 
State. 

3.  Do  we  use  our  cash  reserves?   Over  the  last  four  years,  WV 
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small/rural  hospitals  have  averaged  only  fifteen  days  of  operating 
cash  on  hand.    In  the  case  of  ny  hospital,  during  the  last  two 
years  during  the  months  of  January,  February  and  March,  v*ien  the 
State  of  West  Virginia  is  typically  up  to  180  days  behind  in 
Medicaid  payments,  there  are  several  occasions  \^ien  a  line  of 
credit  is  my  only  fallback  if  cash  receipts  do  not  match 
the  vendors  payments  vrtiich  must  be  made. 

4.    Do  we  reduce  expenses?    The  public  sentiment  seems  to  be  yes.  If 
you  don't  understand  the  phenonenon  of  reduced  Government 
involvement  in  healthcare  financing  and  resulting  cost  shifting  and 
all  you  can  relate  to  is  double  digit  increases  in  your  health 
insurance  premiums  and  the  $2.00  line  item  on  your  hospital  bill 
for  a  bandaid,  it's  an  easy  ODnclusion  to  draw.    Unfortunately,  its 
the  wrong  conclusion.    Incidentally,  to  properly  inform  the  public 
of  the  nature  of  cost  shifting,  ala  the  $2.00  bandaid,  I  feel  every 
hospital  should  state  on  their  bills  the  estimated  increase  in  the 
bill  made  necessary  as  a  result  of  inadequate  government 
reimbursement  and  other  uncotpensated  health  care. 

Many  hospitals  have  cut  to  the  bone.    I  knew  I  have.  Equipment 
purchases  are  being  made  only  in  the  event  of  breakdcwn  or  clear  cut 
ability  of  the  proposed  equipment  to  pay  for  itself  without  increasing 
the  bill  to  the  patient.    Wage  adjustments,  if  any,  are  meager.  Quite 
truthfully,  the  next  rounds  of  expense  reductions  will  be  programatic 
in  nature,  such  as  the  closure  of  our  c^stetrical  program  or  the 
intensive  care  unit  or  limiting  the  hours  of  our  Utiergency  Department. 

Because  of  the  underserved  nature  of  our  area,  such  cuts  will  have 
dramatic  effects  on  the  health  of  area  residents.    For  exartple,  if  we 
close  our  Obstetrics  program,  which  is  losing  $75,000  a  year  due  to  the 
fact  that  75  percent  of  our  mothers  are  insured  by  Medicaid  only, 
mothers  in  need  of  pre-natal  care  and  mothers  in  labor  will  be  required 
to  travel  anywhere  fran  one  to  two  and  one-half  hours  for  medical 
attention. 

In  closing,  I  have  seme  short  term  and  long  term  pleas.    In  the  short 
run,  I  encourage  you  to  fi^t  the  proposed  Medicare  Budget  reductions 
and  ask  that  your  task  force  assist  key  access  hospitals  such  as  mine 
by  developing  additional  legislative  initiatives  or  broadening  the 
scope  of  past  inititatives ,  such  as  the  sole  connunity  provider, 
disproportionate  share  and  rural  referral  hospital  programs. 

In  the  long  run,  the  Federal  government  must  be  the  catalyst  for  a 
carplete  overhaul  of  the  financing  of  our  healthcare  delivery  system. 
The  recent  Pepper  Cannission  report  acknowledges  the  need  for  such 
efforts . 

Further  budget  ratcheting  such  as  that  being  proposed  for  1991  only 
exacerbates  the  need  for  a  national  solution.    Cost  shifting,  reduction 
in  service,  and  worsening  of  Anerica's  health  status  are  not 
solutions. 


Thank  you  for  your  concern. 
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SnvMRRfiVTT.T.F.  MEMORIAL  HOSPITAL 
A  SlMIARy  OF  ADJUSIMENTS  TO  REVENUE  PROMPTED  BY  GOVERNMENTAL  PAXDRS 


1987 

1988 

1989 

1989 

Adjustment  per 

Patient 

Medicare  Inpatient 

26% 

38% 

50% 

($2,333) 

Medicare  Outpatient 

47% 

45% 

46% 

(101) 

Medicare  Long  Term  Care 

20% 

34% 

27% 

(6,349) 

Medicaid  Inpatient 

31% 

31% 

31% 

(820) 

Medicaid  Outpatient 

70% 

71% 

74% 

(84) 

Medicaid  Lor^  Term  Care 

28% 

25% 

30% 

(13,603) 

-Note:    As  a  result  of  1989  adjustments  to  revenue  from  Governmental 
Payors,  patients  with  ccrmercial  insurance  vrere  required  to  subsidize 
governmental  patients.    These  bills  were  increased  by  11.5%  or  a  total 
of  $299  per  admission,  $18  per  outpatient  visit,  and  $147  per  nursing 
heme  admission. 
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PREPARED  STATEMENT  OF  E.  PHILIP  RIGGIN 


Madam  Chair; 

The  American  Legion  deeply  appreciates  this  opportunity  to  express  its  views  on 
the  Department  of  Veterans  Affairs  budget  for  Fiscal  Year  1991. 

Six  weeks  ago  the  administration  presented  its  FY  1991  budget  plan  for 
consideration  by  you  and  your  colleagues.  The  portion  of  that  plan  pertaining  to  veterans 
benefits  and  services  does  contain  budget  recommendations  that  demonstrate  compassion 
for  those  millions  of  veterans  who  are  served  by  The  Department  of  Veterans  Affairs. 
Although  we  have  publicly  recognized  its  positive  features,  the  proposed  budget  for 
veterans  programs  would  just  begin  the  process  of  compensating  for  consecutive  years  of 
funding  shortages. 

As  you  and  your  colleagues  prepare  to  allocate  federal  resources  and  to  develop  a 
budget  resolution,  we  urge  you  to  look  at  the  administration's  proposal  simply  as  a  start- 
ing point.  Recommended  VA  account  totals,  particularly  in  medical  care,  must  be  aug- 
mented in  order  to  meet  the  demand  for  benefit  and  service  delivery. 

We  encourage  you  to  evaluate  VA's  budgetary  needs  by  simultaneously  evaluating 
the  Department's  budgetary  performance  over  the  past  decade.  In  our  opinion,  no  federal 
agency  has  done  a  better  job  than  VA  since  1980  in  efficiently  spending  scarce  federal 
dollars.  Unfortunately,  the  cumulative  effect  of  operating  within  very  tight  budgetary 
parameters  during  that  period  has  severely  strained  VA's  regional  office  operations  and 
its  health  care  delivery  system.  Meeting  the  projected  demand  in  these  areas  will  re- 
quire a  reversal  of  the  recent  budgetary  trend.  We  believe  that  you  and  your  colleagues, 
after  careful  examination  of  the  current  circumstances  and  VA's  track  record,  will  reach 
the  same  conclusion. 

The  administration's  FY  1991  proposal  calls  for  VA  budget  authority  of  $30.9 
billion  and  a  recommended  appropriation  of  $30.5  billion.  This  proposed  appropriation  is 
$1.2  billion  more  than  the  current  fiscal  year.  Within  this  total,  $12.2  billion  is  proposed 
for  VA  health  care  ~  a  $900  million  increase  over  the  current  fiscal  year. 

Describing  the  recommended  appropriation  for  medical  care  as  a  $900  million 
increase  is  misleading  because  doing  so  would  require  comparing  the  proposal  to  a  level 
of  reduced  services.  As  you  know,  Gramm-Rudman  sequestration  last  fall  and  an  error  in 
calculating  personnel  costs  have  reduced  the  amount  of  money  currently  available  for 
direct  health  care  services.  The  combined  effect  of  these  developments  involves  approx- 
imately $250  million;  thereby,  reducing  the  apparent  $900  million  increase  to  the  neigh- 
borhood of  $650  million. 

The  differential  is  even  further  reduced  when  considering  that  the  backlog  in 
purchasing  replacement  medical  equipment  at  VA  is  now  estimated  to  be  $500  million. 
As  you  can  see,  the  apparent  $900  million  increase  in  medical  care  shrinks  very  quickly 
when  considering  these  factors,  and  the  remaining  money  will  not  do  much  more  than  pay 
salary  raises  for  those  who  are  currently  on  VA's  payroll. 

The  administration's  plan  for  the  related  activity  of  medical  research  should  also 
be  revised.  Research  projects  at  VA  cannot  afford  the  proposal  reduction  of  440  employ- 
ees. It  is  this  facet  of  VA  medicine  that  continues  to  be  one  of  the  most  attractive 
features  in  maintaining  VA's  affiliation  with  103  of  the  nation's  medical  schools. 

Therefore,  our  analysis  of  current  budgetary  conditions  affecting  VA  medicine 
leads  us  to  the  conclusion  that  an  adequate  level  of  VA  health  care  delivery  services  in 
Fiscal  Year  1991  will  require  an  appropriation  in  the  neighborhood  of  $13  billion.  In  the 
associated  area  of  medical  research,  we  believe  that  sufficient  funds  should  be  allocated 
to  restore  the  440  employees  who  have  been  slated  for  elimination  under  the  administra- 
tion's plan. 
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Although  there  are  several  other  proposals  in  the  pending  budget  plan  that  concern 
us,  we  must  specifically  object  to  the  recommendation  that  would  allow  the  personnel 
level  in  the  Department's  Veterans  Benefit  Administration  to  fall  by  an  additional  266 
employees.  These  people  are  principally  assigned  to  operate  VA's  network  of  regional 
offices  by  handling  benefit  claims  ranging  from  disability  compensation  to  home  loan 
eligibility. 

Since  1977  approximately  7,000  of  these  people  have  been  eliminated  from  VA 
payroll.  The  current  staffing  of  12,600  is  not  capable  of  processing  claims  in  a  timely 
fashion,  and  we  can  only  expect  that  the  situation  will  be  exacerbated  by  the  proposed 
reduction  of  266  more  employees. 

The  pending  budget  plan  also  calls  for  several  legislative  changes  which,  if  enact- 
ed, would  have  budgetary  implications.  Several  of  them  are  fully  supported  by  The 
American  Legion.  They  include  recommended  adjustments  in  compensation  payments, 
expanded  eligibility  for  dental  care,  and  a  competitive  pay  structure  for  scarce  medical 
personnel.  However,  we  must  actively  oppose  other  recommended  legislative  initiatives 
such  as  expansion  of  the  co-payment  requirement  for  certain  outpatient  care  and  expan- 
sion of  the  private  insurance  obligation  to  reimburse  VA  for  certain  medical  treatment. 

We  must  also  oppose  the  administration's  recommerydations  to  require  a  four 
percent  down  payment  for  VA-guaranteed  home  loans  and  to  increase  the  home  loan 
indemnity  fee.  A  four  percent  down  payment  requirement  would  compromise  a  45  year 
old  principle  of  the  program,  and  there  is  no  evidence  to  support  the  belief  that  this  down 
payment  obligation  would  reduce  the  program's  foreclosure  rate.  Increasing  the  veteran's 
portion  of  the  indemnity  fee  appears  to  be  a  purely  budget-driven  idea.  As  you  know,  the 
irKiemnity  fee  mechanism  was  the  result  of  almost  two  years  of  congressional  work  ~  a 
period  during  which  the  administration  had  ample  opportunity  to  express  its  views.  We 
find  it  unreasonable  to  recommend  adjusting  a  fee  that  has  only  been  in  effect  since 
January  I  of  this  year. 

The  American  Legion  realizes  that  your  committee  has  no  direct  responsibility  to 
consider  any  of  these  proposed  legislative  initiatives.  However,  we  felt  it  necessary  to 
express  our  views  on  these  proposals  because  they  do  carry  with  them  certain  budgetary 
implications. 

Madam  Chair,  The  American  Legion  firmly  believes  that  a  fair  analysis  of  VA's 
budgetary  needs  should  carefully  consider  three  factors.  They  are  the  Department's 
budgetary  performance,  its  role  as  a  national  resource,  and  its  appropriate  ranking  among 
federal  budgetary  priorities. 

Our  assessment  of  VA's  budgetary  performance  leads  us  to  the  firm  conclusion 
that  the  Department  has  been  a  model  of  fiscal  restraint  during  the  past  decade.  Since 
1980  the  annual  allocation  of  taxpayers  dollars  to  VA  has  increased  by  38  percent,  from 
$21.1  billion  to  $29.2  billion.  Over  the  same  period  the  annual  expenditure  for  all  federal 
budgetary  obligations  has  increased  by  130  percent.  If  the  entire  federal  government  had 
conducted  its  fiscal  affairs  in  the  manner  that  VA  has,  the  nation's  balance  sheet  would 
have  shown  a  series  of  surpluses  during  the  1980s  rather  than  annual  deficits  ranging 
from  $  1 00  bil  lion  to  $200  bil  lion. 

Even  VA  medical  care  has  performed  much  more  efficiently  than  other  public  or 
private  delivery  systems.  While  health  care  costs  across-the-board  have  risen  by  about 
230  percent  over  the  past  ten  years,  the  budget  for  VA  medicine  has  been  restricted  to  a 
modest  growth  of  only  90  percent.  Despite  these  fiscal  restraints,  the  Department's 
combined  inpatient/outpatient  census  now  stands  at  24  million  visits  per  year,  compared 
to  IB  million  ten  years  ago.  During  the  same  period  Congress  has  instructed  VA  to 
establish  and  maintain  almost  200  Vet  Centers  nationwide,  to  expand  its  geriatric 
research  and  treatment  capacity,  to  expand  its  drug  ar>d  alcohol  abuse  treatment 
capacity,  to  provide  a  variety  of  alternative  care  settings  for  aging  veterans,  and  to 
address  the  needs  of  homeless  veterans.  In  attempting  to  meet  these  additional 
obligations,  VA  has  created  more  than  500  specialized  treatment  facilities,  units  or 
teams. 

As  a  national  resource,  the  VA  medical  care  system  continues  to  be  the  single 
largest  trainer  of  health  care  manpower  in  the  nation.  Through  its  affiliation  with  103  of 
the  nation's  medical  schools,  VA  is  the  place  where  50,000  residents  and  medical  students 
receive  a  portion  of  their  training  each  year. 

Medical  and  prosthetic  research  projects  conducted  at  VA  facilities  or  sponsored 
by  VA  continue  to  be  aggressively  carried  out.    Recognized  by  hundreds  of  awards  to 
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include  the  hJobel  Prize  for  Medicine,  VA  researchers  since  1 950  hove  conquered  tubercu- 
losis, developed  a  series  of  miracle  drugs,  pioneered  treatment  techniques  for  disabilities 
ranging  from  alcoholism  to  diabetes  and  produced  the  conceptual  development  of  the 
CAT  scan.  In  prosthetics,  almost  every  technological  breakthrough  on  artificial  limbs 
has  been  pioneered  by  VA. 

These  contributions  to  the  quality  of  American  life  are  not  restricted  to 
veterans.  They  are  available  to  all  Americans,  and  they  have  reclaimed  the  prodjctive 
powers  of  men  and  women  who  are  now  taxpayers  rather  than  consumers  of  tax- 
supported  public  assistance  services. 

In  evaluating  VA's  appropriate  ranking  among  the  nation's  budgetary  priorities,  it 
is  necessary  to  identify  the  problems  that  demand  national  attention  and  the  initiatives 
that  are  designed  to  address  those  problems.  Domestic  priorities  in  recent  years  include 
the  war  on  drugs,  the  campaign  to  house  the  homeless,  and  the  full  scale  efforts  to 
eradicate  AIDS  and  to  unlock  the  mysteries  of  diseases  affecting  the  elderly. 

Initiatives  designed  to  attack  these  problems  are  massive  undertakings  to  treat 
the  symptoms  and/or  discover  the  causes.  Our  organization  wishes  to  express  its  firm 
belief,  and  to  state  for  the  record,  that  VA  is  a  major  participant  in  each  of  these  initia- 
tives. A  network  of  150  drug  and  alcohol  dependency  treatment  units  operated  by  VA 
handle  more  than  140,000  substance  abusers  eoch  year.  Forty -three  VA  hospitals  have 
contractual  arrangements  with  more  than  100  community -based  facilities  to  serve  the 
needs  of  homeless  veterans  who  hove  histories  of  chronic  mental  illness.  Almost  10 
percent  of  all  recently-diagnosed  AIDS  patients  are  treated  by  VA,  and  the  Department's 
work  in  AIDS  research  and  treatment  has  been  recognized  by  the  selection  of  a  VA 
physician  to  co-chair  the  Sixth  International  Conference  on  AIDS  to  be  held  in  San  Fran- 
cisco in  June  1990.  The  Department  now  operates  ten  centers  to  research  geriatric 
diseases  and  disabilities.  Treatment  of  these  devastating  conditions  is  shared  by  these 
centers  and  90  other  Geriatric  Evaluation  Units  at  VA  medical  facilities  nationwide. 

During  the  past  several  years  decisions  have  been  mode  here  in  Washington  to 
commit  billions  of  dollars  to  house  the  homeless,  to  treat  drug  abusers,  to  investigate  the 
causes  of  geriatric  disorders  and  to  find  a  cure  for  AIDS.  A  substantial  portion  of  these 
dollars  has  been  allocated  for  sophisticated  research  activities.  It  certainly  appears  that 
each  of  these  campaigns  will  be  well  funded  in  Fiscal  Year  1991  and  that  associated 
research  will  also  be  fully  supported.  ^ 

The  American  Legion  has  carefully  reviewed  this  aspect  of  the  federal  budgetary 
picture,  and  we  are  disappointed  by  what  we  have  seen.  In  our  opinion,  VA  has  not  been 
fairly  recognized  or  financially  rewarded  for  its  efforts  in  dealing  with  these  national 
tragedies.  The  administration's  VA  budget  plan  for  next  year  is  but  the  most  recent 
example  of  overlooking  the  Department's  contributions.  In  the  plan  now  pending  before 
Congress,  you  and  your  colleagues  are  being  asked  to  substantially  increase  the  federal 
government's  overall  commitment  to  research,  but  you  are  being  encouraged  to  cut  VA's 
medical  research  budget  by  $30  million  ond  to  eliminate  440  employees. 

Madam  Choir,  in  our  testimony  today  we  hove  not  discussed  the  entire  VA 
budget.  We  have  simply  highlighted  those  budgetary  accounts  that  we  believe  demand 
your  closest  attention. 

In  our  opinion,  VA  has  been  budgetarily  short-changed  in  recent  years.  The  De- 
partment's health  care  delivery  system  is  a  notional  resource  that  has  been  stretched  to 
its  budgetary  limits.  Its  medical  core  mission  has  been  substantially  expanded,  requiring 
the  Department  to  provide  a  wide  variety  of  specialized  services  in  addition  to  its 
traditional  core  responsibilities.  And  the  Department  continues  to  be  a  full  participant 
in  national  campaigns  to  attack  those  devastating  problems  that  plague  our  society. 

The  American  Legion  is  convinced  that  the  Department  of  Veterans  Affairs  is 
committed  to  and  capable  of  meeting  the  challenge  that  lies  ahead.  It  simply  needs  the 
financial  resources  to  get  the  job  done. 
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PREPARED  STATEMENT  OF  PAUL  J.  BREUER 


MADAM  CHAIRMAN  AND  MEMBERS  OF  THE  TASK  FORCE: 

On  behalf  of  the  more  than  1.3  million  members  of  the 
Disabled  American  Veterans  and  its  Ladies'   Auxiliary,    I  am 
pleased  to  have  this  opportunity  to  present  our  views  on  the 
budget  request  of  the  Department  of  Veterans  Affairs  (VA)  for 
Fiscal  Year  (FY)  1991.     Madam  Chairman,   the  DAV  is  indebted  to 
you,   to  Ranking  Minority  Member  Goodling,   and  to  all  members  of 
the  Task  Force  for  your  decision  to  solicit  the  views  of  the 
veterans'   community  on  this  most  important  sxibject. 

As  you  are  aware.  Madam  Chairman,   on  behalf  of  the  VA,  the 
President  is  requesting  $30.9  billion  in  budget  authority  in 
FY  1991  to  administer  various  benefit  programs  and  services  for 
this  nation's  72.9  million  veterans,   their  family  members  and 
survivors  of  deceased  veterans. 

This  represents  an  increase  in  budget  authority  of  $1 
billion  over  the  FY  1990  appropriated  level.     While  this  budget 
request  will  not  fully  fund  the  health  care  needs  and  benefits 
delivery  system  for  our  nation's  veterans,   this  budget  proposal 
is  a  significant  improvement  by  comparison  with  the  budget 
proposal  of  FY  1990. 

Madam  Chairman,  Public  Law  100-527  elevated  the  VA  to 
Cabinet  level  status.     Secretary  Derwinski  has  had  a  positive 
impact  on  FY  1991  budget  negotiations  as  evidenced  by  this 
budget  submission.     This  would  not  have  occurred  without 
Congress  adopting  legislation  elevating  the  VA  to  Cabinet  level 
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status.     Madam  Chairman,  we  commend  you  and  members  of  Congress 
for  this  outstanding  contribution  to  the  welfare  of  our  nation's 
veterans,  their  dependents  and  survivors. 

Madam  Chairman,   this  is  the  fourth  consecutive  year  that 
four  Congressionally  chartered  veterans'   service  organizations 
(VSOs)  have  prepared  a  needs-based  budget  document  to  more 
accurately  reflect  the  funding  levels  necessary  to  adequately 
deliver  benefits  and  services  to  our  nation's  veterans.  The 
Independent  Budget  project,   a  complex  and  difficult  undertaking, 
became  necessary  due  to  past  Office  of  Management  and  Budget 
(0MB)  dominated  budget  submissions  that  resulted  in  a 
frightening  trend  of  grossly  inadequate  delivery  of  health  care 
and  benefits  and  services  for  those  who  in  the  past  have  served 
in  the  Armed  Forces  of  this  nation. 

Congress  has  the  responsibility  to  appropriate  funds 
sufficient  to  ensure  that  health  care,  and  benefits  and  services 
authorized  for  the  former  defenders  of  this  nation  are 
efficiently  delivered  to  those  entitled  to  them.     To  do  so, 
Congress  requires  a  valid  assessment  of  the  needs  of  our 
veterans'  community,   accompanied  by  (in  these  times  of  scarce 
federal  dollars)  cost-effective  solutions  to  meet  those  needs. 
With  this  in  mind,  we  respectfully  direct  your  attention  to  the 
fourth  edition  of  our  Independent  Budget  project  entitled  "The 
Price  of  Peace  -  The  Nation's  Obligation:     Correcting  Budget 
Priorities  for  Veterans." 

As  the  title  of  this  year's  Independent  Budget  implies. 
Madam  Chairman,  we  are  gravely  concerned  with  the  low  priority 
the  delivery  of  veterans'  health  care,  programs  and  services 
apparently  has  when  it  comes  to  appropriations.     Yet,  we  are 
encouraged  by  the  impact  the  FY  1991  Independent  Budget 
seemingly  had  upon  your  colleagues  on  the  House  Veterans  Affairs 
Committee.     Their  recent  report  to  the  House  Committee  on  the 
Budget  is  replete  with  citations  from  this  Independent  Budget 
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serving  as  justification  for  their  reconunendations  for 
additional  FY  1991  resources  for  VA.     We  are  deeply  grateful  to 
the  House  Veterans  Affairs  Committee  for  the  additional 
resources  they  recommended  and.  Madam  Chairman,  we  seek  your 
support  for  and  commitment  to  additional  resources  in  your 
recommendations  to  the  House  Committee  on  Appropriations. 

Americans,  especially  those  who  fought  for  this  country, 
are  aware  that  our  nation's  agenda  properly  includes  such 
priorities  as  defense,  education,   science  and  space  exploration, 
the  environment,  homeless  Americans,   our  dreadful  national  drug 
scourge,   and,  of  course,   the  tragic,   growing  Aids  epidemic 
confronting  our  citizens  today.     It  seems  to  be  universally 
recognized  that  the  ability  of  Congress  to  provide  budgetary 
support  to  these  problems  is  limited,   as  a  result  of  scarce 
federal  dollars.     All  of  these  priorities  represent  national 
problems  and  policy  matters  that  require  Congressional 
appropriations. 

The  delivery  of  veterans'  health  care  benefits  and  services 
should  not  be  viewed  as  a  public  policy  problem. 

Madam  Chairman.     Rather,  Congressionally  authorized  programs  and 
services  should  be  viewed  as  our  nation's  obligation  to  veterans 
for  serving  this  country  as  solutions  to  problems  involving 
our  national  security  interests.     Many  may  not  have  chosen  to 
go,   some  may  not  have  wanted  to  serve,  but  unique  among  veterans 
is  that  they  gave  years  of  their  lives  to  serve  this  country 
under  conditions  of  personal  sacrifice,  hardship  and  danger, 
including  combat. 

Our  grateful  nation  years  ago  acknowledged  their  sacrifices 
by  establishing  a  first-class  system  of  post-service  health 
care,  benefits  and  services.     From  a  national  priority 
perspective,  we  find  it  regrettable  that  our  nation's  veterans 
--  former  "solutions"  to  problems  involving  our  national 
security  interests  --  cannot  now  readily  access  a  qualitative. 
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responsive  system  of  health  care,  benefits  and  services,   as  a 
direct  result  of  a  lack  of  budgetary  support. 

Take  for  example.  Madam  Chairman,   our  nation's  recent 
deployment  of  forces  to  Panama.     By  all  accounts,   these  highly 
trained  professional  servicemen  and  servicewomen  successfully 
executed  a  very  complex  and  difficult  combat  operation  in  the 
exemplary  manner  that  has  traditionally  come  to  be  expected  of 
our  Armed  Forces.     Fortunately,  American  causalities  were  not 
high;  however,   several  young  men  suffered  combat  injuries  and 
wounds  that  will  render  them  physically  disabled  for  the 
remainder  of  their  lives. 

As  it  relates  to  the  issue  before  your  Task  Force  --  and 
the  Budget  Committee  —  Madsun  Chairman,  what  will  be  the 
response  of  the  VA  to  these  combat  disabled  veterans  upon 
release  from  active  duty?    How  will  our  nation's  obligation  to 
these  men  and  women  be  fulfilled  by  the  VA?    What  can  these 
wounded  former  defenders  expect  when  they  contact  the  VA  in  1990 
for  compensation,  health  care,  and  vocational  rehabilitation 
training? 

To  illustrate  this  point.  Madam  Chairman,   I  would  like  to 
focus  on  a  hypothetical  veteran  of  our  recent  Panama  engagement, 
"Corporal  Jones,"  who  sustained  a  severe  gunshot  wound  injury 
necessitating  an  above-knee  amputation  prior  to  release  from 
service. 

During  1990  he  will  contact  the  VA  to  file  a  claim  for 
benefits.     When  he  calls  the  VA,  he  may  be  one  of  the  1.7 
million  veterans  who  are  unable  to  access  the  Veterans  Services 
Division  (VSD)  due  to  a  series  of  reductions  in  Full-Time 
Equivalent  Employees  (FTEEs)  and  lack  of  budgetary  support  for 
state-of-the-art  telecommunication  equipment.     If  he  is 
unfortunate  enough  to  live  in  24  of  the  75  largest  metropolitan 
areas  of  our  country  with  no  VSD  counselors,  he  will  not  be 
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able  to  arrange  a  personal  visit  to  discuss  his  potential 
benefits.     When  he  finally  gets  through  and  files  a  claim,  his 
may  be  one  of  the  30%  of  compensation  claims  that  requires  in 
excess  of  180  days  to  complete,  due  to  staffing  shortages. 
Since  he  is  not  working  and  lacks  a  college  education,  "Corporal 
Jones"  will  file  an  application  for  vocational  rehabilitation 
training.     He  will  find  he  must  wait  100  days  just  to  be 
interviewed  by  a  vocational  rehabilitation  counselor. 

Months  after  service,    "Corporal  Jones'"  VA  physician 
advises  him  that  a  new  prosthesis  is  required  to  fit  his  stump. 
Upon  contacting  his  VA  prosthetic  department,    "Corporal  Jones" 
finds  his  name  on  a  lengthy  waiting  list  of  those  needing  a 
prosthesis,   since  the  local  VA  medical  center  does  not  have  the 
funds  necessary  to  timely  furnish  its  patients  prosthetic 
devices  for  their  service-connected  disabilities. 

In  short.  Madam  Chairman,   "Corporal  Jones"  has  been 
introduced  to  the  present  state  of  the  Department  of  Veterans 
Affairs'   services  delivery  system  --  a  system  that  lacks  the 
resources  to  provide  timely,  meaningful  delivery  of  this 
nation's  Congressionally  authorized  benefits  and  services  for 
those  who  were  disabled  serving  in  our  Armed  Forces. 

Madam  Chairman,   I  believe  you  and  the  members  of  the  House 
Budget  Committee  will  agree  that  just  as  our  national  defense  is 
properly  our  nation's  highest  priority,  proper  funding  of  the 
VA's  health  care  and  benefits  delivery  system  for  those  who 
directly  participated  in  our  nation's  defense  should  not  be  less 
so,   since  the  cost  of  providing  for  our  nation's  veterans  is  an 
inherent  part  of  the  cost  of  our  national  defense. 

*  *  * 

Madam  Chairman,  in  formulating  the  FY  1991  Independent 
Budget,  the  participating  VSOs  have  agreed  to  take 
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responsibility  for  preparation  of  a  single  element  of  the 
budget.     DAV's  area  of  responsibility  is  the  Veterans  Benefits 
Administration  (VBA) .     At  this  point  we  wish  to  present 
testimony  relating  to  both  the  Administration's  FY  1991  budget 
request,   and  the  FY  1991  Independent  Budget  recommendations 
pertaining  to  the  VBA. 

Veterans  Benefits  Administrations  (VBA) 

The  Veterans  Benefits  Administration  (VBA)  administers 
most  of  VA's  non-medical  benefits  and  services  to  veterans  and 
their  dependents.     It  does  so  through  58  regional  offices  (some 
of  which  are  medical/regional  office  centers),  and  through 
nationwide  toll-free  telephone  lines.     The  benefits  VBA 
administers  include  compensation  for  service-connected 
disabilities;  pensions  for  low-income,   aged  or  disabled 
veterans;  vocational  rehabilitation  education  and  training 
support;  home  loan  guaranties;  and  life  insurance. 

The  VA's  FY  1991  request  for  VBA  is  $605.3  million,  an 
increase  of  $42.5  million  over  the  FY  1990  appropriated  level. 
The  Administration  proposes  a  reduction  of  266  VBA  FTEE. 

Veterans  Benefits  Administration  Overview 

It  has  been  a  goal  of  our  past  Independent  Budgets  to 
present  to  Congress  an  objective  assessment  of  the  real  needs  of 
veterans,   and  to  suggest  cost-effective  solutions  to  meet  them. 
We  are  pleased.  Madam  Chairman,  to  report  some  good  news. 

Past  Independent  Budget's  have  recommended  that  VBA  revise 
its  budget  formulation  methodology  to  incorporate  veterans' 
needs  and  the  resources  required  to  provide  them.     We  are 
gratified  to  see  this  year's  budget  submission  for  VBA  includes 
a  new  section  entitled  "Assessment  of  Service  to  Veterans"  for 
each  VBA  component.     To  the  authors  of  the  Independent  Budget, 
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this  represents  an  acknowledgement  by  VA  management  that  budget 
negotiations  are  the  rightful  forum  to  publicly  identify  VBA 
problems  and  debate  the  adequacy  of  the  funding  requested  for 
resources  to  solve  the  problems. 

We  are  also  encouraged.  Madam  Chairman,  by  a  new  direction 
being  taken  by  Automated  Data  Processing  (ADP)  Management's 
Modernization  Program  that  will  focus  on  interim  ADP 
improvements  while  simultaneously  pursuing  long-range  ADP 
modernization,   a  recommendation  of  past  Independent  Budgets. 

We  believe  also.  Madam  Chairman,   that  VBA's  creation  of 
the  National  Adjudication  Training  Academy  will  go  a  long  way  in 
providing  better  service  to  our  nation's  veterans. 

These  developments  are  encouraging,  because  the  focus  of 
Congress  can  now  be  directed  toward  the  remaining  and  most  vital 
ingredient  needed  to  restore  timely,  qualitative  delivery  of 
benefits  and  services  to  our  nation's  veterans:  FTEE. 

Madam  Chairman,  the  FY  1991  Independent  Budget  (and  this 
prepared  testimony)  will  set  forth,   in  some  detail,   the  problems 
that  continue  to  confront  the  VBA,   and  cost-effective  solutions 
to  resolve  them.     Briefly  stated,  however,   service  delivery  to 
our  nation's  veterans,  caused  by  a  decade  of  inadequate 
budgetary  support,   is  currently  manifested  by  the  following: 

*  Deterioration  in  timeliness  and  quality  of  claims 
adjudication; 

*  A  backlog  in  compensation  and  pension  claims  that  has 
skyrocketed  from  more  than  167,000  in  October  1987  to 
over  650,000  at  present; 

*  Delays  of  100  days  from  date  of  application  until  date 
of  interview  for  those  seeking  vocational 
rehabilitation  benefits; 

*  Nearly  1.7  million  veterans  unable  to  reach  the  VA  by 
telephone  for  benefit  information;  and 
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*        Unnecessary  defaults  on  home  loans  by  veterans  at 
great  cost  to  them  and  the  government. 

To  address  these  problems.  Madam  Chairman,   the  strategy  of 
the  Independent  Budget  is  to  obtain  budgetary  support  for  ADP 
systems  management  so  that  its  newly  reinvigorated  ADP 
Modernization  Program  can  go  forward,  with  an  emphasis  on 
interim  measures  adaptable  to  their  long-range  goal.     The  key. 
Madam  Chairman,   is  to  complement  this  by  an  infusion  of  734  FTEE 
by  a  FY  1990  supplemental  appropriation.     The  additional  FTEE 
are  needed  to  first  stabilize  and  then  gradually  reduce  the 
current  unacceptable  claims  backlog. 

We  will  outline  existing  VBA  service  delivery  problems  on  a 
component-by-component  basis.  Madam  Chairman,   and  we 
enthusiastically  invite  you  to  compare  our  assessments  and 
recommendations  for  these  components  with  those  set  forth  in  the 
Administration's  FY  1991  budget  submission. 

Compensation,  Pension  and  Education  (CP&E) 

The  FY  1990  appropriated  FTEE  level  for  CP&E  service  is 
3,752.     The  FY  1991  Administration  budget  calls  for  an  FTEE 
level  of  3,759,  an  increase  of  seven  FTEE. 

Madam  Chairman,  past  Independent  Budgets  have  described  in 
some  detail  the  appalling  state  of  service  delivery  to  veterans 
with  respect  to  compensation,  pension  and  education  claims. 
Timeliness  and  quality  of  decisions  have  deteriorated 
significantly,  and  a  monumental  claims  backlog  currently  exists. 

These  problems  are  directly  attributable  to  the  39% 
reduction  in  FTEE  that  has  occurred  in  CP&E  service  over  the 
past  decade. 
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The  Administration's  FY  1991  budget  request  recommends  a 
staffing  increase  of  seven  CP&E  FTEE.     This  is  outrageous 
considering  the  following  facts: 

*  Notwithstanding  a  nearly  consistent  CP&E  FTEE  level 
between  FY  1988  (3,637)  and  FY  1989  (3,664),  the 
compensation  and  pension  claim  backlog  skyrocketed 
from  362,935  to  650,000-plus  claims. 

*  Timeliness  of  claims  adjudication  has  deteriorated 
significantly. 

*  In  1979  the  VA  had  standards  that  called  for  75%  of 
original  compensation  claims  to  be  completed  in  90 
days.     This  standard  has  been  reduced  to  50%  to  be 
completed  within  90  days;  however,  cumulative  12  month 
data  for  the  period  ending  August  31,   1989,   show  that 
only  26.4%  of  these  claims  were  completed  within  90 
days.     Nearly  one-third  (31.6%)  required  more  than  six 
months  to  complete,   and  the  average  completion  time  is 
now  150.9  days. 

*  The  substantive  error  rate  in  adjudicative  rating 
determinations  has  increased  30.8%  between  1986  and 
1989  as  the  claims  backlog  has  grown. 

*  Over  50%  of  CP6eE  operations  are  not  integrated  with 
ADP  operations.     The  CP&E  staff  are  saddled  with 
out-dated,   ledger- intensive  work  processes  due  to  an 
ineffective  ADP  operation  that  is  ill-equipped  to 
handle  current  incoming  claims  --  much  less  reduce  the 
backlog. 

*  During  FY  1989  nearly  20%  of  all  CP&E  adjudicative 
personnel  were  trainees  (50%  in  Boston,  Milwaukee,  and 
Denver,  44%  in  Chicago,  and  42%  in  St.  Louis.) 
Employees  in  training  are  able  to  produce  only  at  a 
rate  commensurate  with  their  experience.  Meanwhile, 
the  production  of  senior  adjudicative  personnel  is 
reduced  commensurate  with  the  time  they  must  spend 
with  adjudicative  trainees. 


Madam  Chairman,  in  testimony  before  the  House  Veterans 
Affairs  Committee  February  6,   1990,  regarding  the 
Administration's  FY  1991  budget.  Deputy  Secretary  Principi 
stated  the  compensation,  pension,  and  education  (CP&E)  claims 
pending  were  declining,  and  the  current  number  pending  was 
381,000. 
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Since  this  statement  is  at  considerable  variance  with  the 
C&P  claim  backlog  figures  contained  within  the  Independent 
Budget,  we  feel  an  obligation  to  briefly  outline  our  Independent 
Budget  methodology  to  the  House  Committee  on  the  Budget. 

Past  Independent  Budgets  have  reported  an  increasing  trend 
of  C&P  backlogged  cases  in  recent  years.     Our  statistics  are 
derived  at  by  data  obtained  from  VA. 

As  of  August  31,   1988,   the  FY  1990  Independent  Budget 
reported  a  pending  C&P  claims  backlog  of  362,935.     The  VA 
recently  advised  the  House  Veterans  Affairs  Committee  staff  that 
their  C&P  pending  claims  as  of  September  30,   1988,  were  368,927, 
a  figure  relatively  consistent  with  that  of  the  Independent 
Budget' s. 


An  "Operating  Performance  Report  --  Adjudication  Division 
—  Pending  End  Product  Workload",  dated  September  30,  1989, 
contains  VA  data  showing  total  C&P  claims  received  and  completed 
during  the  previous  12  months  as: 

Original     Adjustments/      Ancillary  Total 
Claims        Supplemental s 

Receipts  810,958       1,954,237  490,806 

Dispositions       731,946       1,755,572  458,952 

79,012  +       198,665       +       31,854       =  309,531 

This  report  confirms  that  C&P  claim  receipts  exceeded 
claim  dispositions  by  309,531  during  12  months  from  October  1, 
1988,  to  September  30,  1989. 


By  subtracting  total  claims  dispositions  from  total  claim 
receipts  for  the.  period  October  1,   1988,  to  September  30,  1989 
(309,531)  and  adding  this  figure  to  the  claims  pending  at  the 
beginning  of  this  period  (Independent  Budget  figure:  362,935,  VA 
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figure:  368,927),  one  arrives  at  a  C&P  claim  pending  backlog  of 
672,466   (IB)   or  678,458   (VA),    as  of  September  30,  1989. 

This  data.  Madam  Chairman,    illustrates,   the  trend  of  C&P 
claims  pending  is  not  decreasing,  but  rather  increasing 
substantially;   and  by  using  either  Independent  Budget  (August 
1988)  or  VA  (September  1988)  baseline,   the  pending  C&P  claims 
greatly  exceed  the  number  reported  to  the  House  Veterans  Affairs 
Committee  by  Deputy  Secretary  Principi  February  6,  1990. 

It  must  be  remembered  that  Independent  Budget  figures  are 
taken  from  VA  data.     Additionally,   timeliness  and  quality  of  C&P 
claims  has  continued  to  deteriorate  over  this  timeframe.  If 
the  C&P  claims  backlog  had  substantially  diminished  during 
1989,  why  wouldn't  timeliness  data  have  improved,   as  well? 

Finally,  Madam  Chairman,   the  Administration's  FY  1991 
budget  submission  for  VBA  contains  the  following  statements  that 
directly  contradict  VA's  stated  position  that  both  the  trend  and 
number  of  pending  C&P  claim  are  down  from  previous  years. 

Budget  submissions  of  prior  years  have  shown  an  increase  in 
the  amount  of  anticipated  workload.     This  was  due, 
primarily,  to  a  large  pending  workload  carried  over  at 
the  end  of  each  year.      (DVA  FY  1991  Budget  Submission, 
Volume  4,  P.  23-44,   italics  added  for  emphasis) 

The  declining  FTEE  in  recent  years  has  resulted  in  a 
backlog  of  cases  being  processed.     The  mounting  backlogs 
have  had  the  effect  of  increasing  the  pending  workload  at 
the  end  of  each  year  for  several  years.     (DVA  FY  1991 
Budget  Submission,  Volume  4,  P.  23-48,   italics  added  for 
emphasis) 

Madam  Chairman,  the  narrative  contained  in  the 
Administration's  budget  submission,  VA's  confirmation  to  the 


129 


House  Veterans  Affairs- Committee  staff  of  368,927  C&P  claims 
pending  as  of  September  30,   1988;  and  VA's  internal  operating 
report  data  showing  C&P  claims  received  exceeded  C&P  claims 
dispositions  during  FY  1989;  taken  together  with  their 
demonstrable  inability  to  meet  timeliness  standards,  supports 
our  assertion  that  a  monumental  claims  backlog  continues  to 
exist  within  VBA. 

(In  view  of  the  large  disparity  between  the  number  of 
compensation  and  pension  cases  pending  reported  by  VA,   and  the 
number  cited  by  the  Independent  Budget;   and  since  this  disparity 
has  significant  implications  on  the  resource  requirements  needed 
by  VBA,  a  detailed  explanation  of  methodology  employed  by  the 
Independent  Budget  to  arrive  at  our  figures  is  incorporated  as 
Appendix  A  of  this  statement.) 

Each  of  our  Independents  Budgets,   as  you  know. 
Madam  Chairman,  has  stressed  the  correlation  between  FTEE 
reduction  and  the  erosion  of  service  delivery  to  our  nation's 
veterans.     Reading  the  Administration's  FY  1991  budget 
submission,  one  might  think  0MB  has  grasped  this  fact  since,  on 
Page  23-44,  it  is  stated  "More  importantly,  the  quality  and 
timeliness  of  service  are  dependent  on  FTEE." 

However,  Madam  Chairman,  that  is  not  the  case. 

The  Administration's  FY  1991  budget  recjuest  proposes  a  CP&E 
FTEE  level  of  3,769,  an  increase  of  only  seven  FTEE.  Their 
analysis  of  this  recommendation  contains  the  following 
statement:     "The  1991  level  of  employment  will  allow  the  VA  to 
improve  the  quality  and  timeliness  of  claims  processed  in  the 
adjudicative  divisions." 

Madam  Chairman,  to  say  we  find  this  incredulous  is  a 
monumental  understatement. 
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Drastic  FTEE  reductions  have  occurred  throughout  VBA, 
particularly  in  CP&E  service  over  the  last  decade.  Anticipated 
ADP  modernization  improvements  to  compensate  for  these  losses 
have  not  occurred.     The  addition  of  seven  FTEE  to  address 
problems  of  this  magnitude  is  akin  to  treating  a  cerebral 
hemorrhage  with  an  aspirin  tablet.     Quite  frankly.  Madam 
Chairman,  this  budget  request  bears  no  relationship  whatsoever 
to  a  goal  of  providing  even  minimally  adequate  service  to 
veterans  --  much  less  the  goal  of  the  VSOs  and  Congress  that 
service  delivery  to  veterans  be  timely  and  accurate  so  that  our 
nation's  obligation  to  veterans  can  be  met. 

We  must  state  in  no  uncertain  terms  (perhaps  for  the 
benefit  of  0MB),   that  even  minimally  adequate  service  delivery 
to  our  nation's  veterans  will  not  occur  until  the  trend  of 
decreasing  timeliness  and  increasing  claims  backlog  is 
stabilized,  and  then  ultimately  reversed.     This  will  require  an 
immediate  increase  of  CP&E  FTEE  and  full  budgetary  support  of 
the  ADP  modernization  programs;   and  an  insistence  that  the 
recommended  staffing  level  be  maintained  until  acceptable 
standards  of  benefits  and  services  delivery  to  veterans  are  met. 

Madam  Chairman,  the  Independent  Budget  recommends  an 
increase  of  365  CP&E  FTEE  over  the  FY  1990  appropriated  level  of 
3,752  for  a  total  of  4,117  FTEE.     This  should  be  accomplished 
with  an  FY  1990  supplemental  appropriation  and  we  recommend  this 
FTEE  level  be  maintained  in  FY  1991. 

Veterans  Service  Division  (VSD) 

The  FY  1990  appropriated  FTEE  level  for  VSD  is  2,081. 
The  Administration's  FY  1991  budget  calls  for  an  FTEE  level  of 
2066,   a  reduction  of  15  FTEE. 

Madam  Chairman,  the  VSD  component  of  VA  is  the  initial 
(and  often  the  only)  point  of  personal  contact  between  VBA  and 
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our  nation's  veteran  community.  The  actual  employment  figures 
for  VSD  from  1985  through  1989  are  as  follows: 


Fiscal  Year 
Fiscal  Year 
Fiscal  Year 
Fiscal  Year 
Fiscal  Year 
Fiscal  Year 


1985  --  2,423 

1986  --  2,276 

1987  --  2,200 

1988  --  2,146 

1989  --  2,086 

1990  --  2,081 


This  equates  to  a  reduction  of  342  FTEE  since  FY  1985, 
consistent  with  a  trend  of  overall  VBA  FTEE  reductions  during 
that  time  frsune. 


Madam  Chairman,  we  reported  in  past  Independent  Budgets 
that  VSD  services  to  veterans  had  reached  the  point  where  one 
million  or  more  veterans  were  not  able  to  contact  VSD  by 
telephone  due  to  inadequate  staff  and  telecommunications 
equipment.     VSD's  service  delivery  goals  are  considered 
"acceptable"  if  81  out  of  every  100  telephone  calls  gets  through 
to  a  VSD  counselor.     Based  on  FY  1988  data,   (and  the  fact  that 
VSD  reports  meeting  this  level  of  "service")  a  staggering  1.7 
million  veterans  were  unable  to  telephonically  reach  a  VSD 
benefits  counselor  due  to  blocked  or  abandoned  telephone  calls. 
This  is  simply  outrageous  in  its  implications  for  our  nation's 
veterans,  particularly  older,  homeless  or  disabled  veterans  who 
have  no  other  means  to  contact  VA. 

To  further  illustrate  the  limited  access  to  VA  by  members 
of  the  veterans'  community,  in  24  of  the  75  largest  metropolitan 
areas  of  our  country  no  veterans'  benefits  counselors  are 
available  for  face-to-face  interviews  with  claimants.     In  1983, 
198  VBA  FTEE  were  stationed  at  VA  medical  enters  to  assist 
veterans.     By  1989,  this  had  declined  to  140  while, 
simultaneously,  the  number  of  outpatient  visits  has  increased 
from  16.6  million  to  21  million.     Moreover,  eroded  resources 
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have  curtailed  VSD's  ability  to  conduct  mandated  outreach 
programs  for  those  most  in  need,   since  staff  hours  for  outreach 
since  1985  have  decreased  by  40%.  .  j 

Madam  Chairman,  the  Administration's  budget  submission 
acknowledges  that  increased  contact  with  VSD  will  occur  in  FY 
1991  since  our  aging  veteran  population  will  require  more 
benefits  information  by  telephone,  and  VSD  counselors  will 
make  direct  contact  with  more  veterans  at  VA  hospitals  as  the 
trend  of  outpatient  treatment  visits  continue  to  rise. 

Madam  Chairman,  our  nation's  obligation  to  those  who  served 
in  the  Armed  Forces  certainly  mandates  accessibility  to  the 
agency  charged  with  administering  benefit  programs  authorized  by 
Congress.     Yet  the  0MB  dominated  FY  1991  budget  submission  calls 
for  a  reduction  of  15  FTEE  for  VSD. 

The  Independent  Budget  recommends  appropriations  for  195 
FTEE  over  the  1990  appropriated  level  for  a  total  of  2,276  with 
a  FY  1990  supplemental  appropriation.     We  recommend  maintaining 
this  FTEE  level  in  FY  1991. 

Vocational  Rehabilitation  and  Counseling  (VR&C) 

The  FY  1990  appropriated  FTEE  level  for  VR&C  is  645 
FTEE.     The  Administration's  budget  request  is  for  an  FTEE  level 
of  640,   a  reduction  of  five  FTEE. 

Vocational  rehabilitation  is  specifically  designed  for 
service-connected  veterans  who  experience  serious  employment 
handicaps  as  a  direct  result  of  a  service  incurred  disability. 
For  entitled  veterans,   this  benefit  would  be  unnecessary  but  for 
disability  incurred  serving  their  country  and  their  inability  to 
sustain  gainful  employment  as  a  direct  result  thereof. 
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It  is  unfortunate  for  both  veterans  and  our  nation  that 
this  component  of  VBA  is  §o  seriously  understaffed. 

It  is  unfortunate  for  veterans  as  they  must  wait  100  days 
from  application  until  the  date  they  are  interviewed  by  a 
vocational  rehabilitation  counselor.  The  folly  of 
under-staffing  this  VBA  component  is  exemplified  by  studies  of 
successful  vocational  rehabilitation  programs  which  repeatedly 
show  the  importance  of  starting  rehabilitation  quickly,  before 
negative  attitudes  of  unemployability  become  established. 

It  is  unfortunate  for  our  country  since  the  successful 
vocational  rehabilitation  of  disabled  veterans  translates  to 
quantifiable  direct  monetary  benefits  for  state  and  federal 
governments.     A  VA  study  of  2,407  veterans  declared 
rehabilitated  in  1987  illustrates  this  point. 

The  average  annual  earnings  of  these  veterans  prior  to 
initiation  of  their  rehabilitation  programs  was  $2,687.53. 
After  they  completed  their  rehabilitation  program,   their  average 
earnings  were  $15,047.85,  an  increase  of  560%.     While  the 
benefit  to  these  disabled  veterans  of  once  again  becoming 
productive  workers  is  obvious,  but  difficult  to  quantify,  the 
direct  monetary  benefit  to  state  and  federal  governments,   in  the 
form  of  taxes  paid  by  the  veterans  studied,  could  be  quantified: 

*  State  tax  revenues  rose  from  $375,558  to  $2,166,096, 
an  increase  of  577%. 

*  Social  Security  taxes  paid  rose  from  $485,814  to 
$2,720,136,   and  increase  of  560%. 

*  Federal  tax  revenues  rose  from  $580,914  to  $4,106,573 
an  increase  of  707%. 
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Madam  Chairman,  these  are  not  one-time  revenue  increases, 
but  will  occur  year  after  year  in  higher  rates  as  the  veteran's 
income  increases.  Our  nation's  moral  obligation  for  providing 
the  resources  needed  to  deliver  quick  and  effective  vocational 
rehabilitation  to  seriously  disabled  service-connected  veterans 
is  obvious.  Equally  obvious,  is  that  it  is  cost-effective  for 
our  nation  to  do  so. 

The  average  caseload  for  a  vocational  rehabilitation 
specialist  in  other  state  and  federal  vocational  rehabilitation 
progreuns  is  60  cases  per  specialist.     Due  to  staffing  shortages 
that  have  resulted  from  a  series  of  inadequate  budgets,  the 
average  caseload  for  a  VA  vocational  rehabilitation  specialist 
is  200  cases  per  specialist. 

Madam  Chairman,  the  Administration's  FY  1991  budget 
submission  projects  that  vocational  rehabilitation  claims  are 
expected  to  increase  by  2,153  applicants  between  1990  and  1991, 
and  states  "this  marginal  increase  would  not  affect  the  quality 
and  timeliness  of  the  vocational  rehabilitation  process."  They 
further  opine  that  "VBA  expects  to  meet  the  same  level  of 
quality  and  timeliness  achieved  in  1989,"  and  propose  a 
reduction  of  five  FTEE.     That  level  of  quality  and  timeliness 
is  a  disgrace.  Madam  Chairman,   and  we  find  their  proposal  to 
further  reduce  FTEE  highly  objectionable. 

Madam  Chairman,  the  FY  1991  Independent  Budget  recommends 
_  increasing  staffing  by  69  FTEE  over  the  FY  1990  appropriated 
level,  for  a  total  of  714  with  a  FY  1990  supplemental 
appropriation.     We  request  maintaining  the  staff  level  for  FY 
1991. 
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Loan  Guaranty 

The  FY  1990  appropriated  level  for  loan  guaranty  is 
2,165.     The  Administration's  budget  request  proposes  2,165  FTEE 
for  FY  1991. 

Madam  Chairman,  neither  you  nor  Congress  are  "strangers"  to 
the  problems  associated  with  VBA's  loan  guaranty  program.  We 
wish  to  commend  Congress  for  passage  of  those  provisions  of  P.L. 
101-237  that  thoughtfully  created  a  Guaranty  and  Indemnity  Fund 
for  VA  guaranteed  loans  established  on  or  after  January  1, 
1990.     It  appears  that  the  creation  of  this  new  fund  will  go  a 
long  way  toward  indemnifying  veterans  who  default  against 
liaOsility  to  the  VA.     This  indemnity  feature  should  serve  as  a 
long-term  guarantor  of  loan  guaranty  commitments  made  between  VA 
and  future  veterans. 

We  also  appreciate  Secretary  Derwinski ' s  candid 
acknowledgement  of  VA's  ineffective  administration  of  the  Loan 
Guaranty  Benefit  Program,   and  his  commendable  efforts  to 
restructure  and  reinvigorate  this  worthwhile  program. 

Since  1980,  the  Loan-  Guaranty  Revolving  Fund  has  requested 
$2.7  billion  in  appropriations  and  $1.3  billion  in  transfers 
from  other  accounts.     The  President's  FY  1991  budget  includes  an 
appropriation  request  of  $512,200,000  for  the  Loan  Guaranty 
Revolving  Fund;  and  additional  appropriations  in  future  fiscal 
years  appear  to  be  a  certainty. 

VA  has  recognized,.. Madam  Chairman,  that  their  loan  guaranty 
program  guidelines  and^policies  must  be -.tightened  up  to  correct 
such  problems  as  the  issuance  of  bad  loans,  poor  appraisal 
practices,  poor  maintenance  of  foreclosed  homes  and  poor 
marketing  of  VA  properties.     We  share  VA  management's  hopes  that 
improved  national  economic  conditions  will  prevail  in  order  to 
minimize  the  adverse  impact  these  conditions  could  have  on  the 
VA  loan  guaranty  program. 
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Compared  to  the  trend  in  recent  years,  we  are  pleased  to 
observe  a  notable  decline  in  defaults  and  foreclosures  in  FY 
1989,   as  well  as  an  increase  in  the  cure  rate  from  72%  in  FY 
1988  to  74.27%  in  FY  1989. 

We  are  nevertheless  struck.  Madam  Chairman,  by  0MB 's 
continued  shortsighted  budget  policies  that  fail  to  recognize 
the  correlation  between  FTEEs  and  program  savings.  In 
presenting  argument  for  a  FY  1989  supplemental  appropriation, 
the  VA  estimated  that  adding  175  FTEEs  for  loan  servicing  and  69 
FTEE  for  property  management  would  reduce  cost  to  the  Loan 
Guaranty  Revolving  Fund  by  $55.8  million,   and  generate  $26 
million  in  increased  receipts  to  the  fund.     Thus,   the  addition 
of  244  FTEEs  would  have  produced  program  savings  of  $81.8 
million,  or  $335,246  per  FTEE.     The  FY  1989  emergency 
supplemental  appropriation  provided  VA  132  FTEEs  for  loan 
guaranty  for  a  total  of  2,165  FTEEs  as  of  November  1989. 

Madam  Chairman,  we  find  it  unconscionable  and  fiscally 
irresponsible  that  the  OMB-crafted  FY  1991  budget  submission 
recommends  no  additional  FTEEs  for  loan  guaranty.  Accordingly, 
the  FY  1991  Independent  Budget  recommends  an  increase  of  105 
FTEEs  over  the  FY  1990  appropriated  level  for  a  total  of  2,270 
FTEEs  with  a  FY  1990  supplemental  appropriation.     We  recommend 
maintaining  staffing  at  2,270  FTEE  for  FY  1991. 

Automated  Data  Program  (ADP)  Systems  Management 

The  FY  1990  appropriated  FTEE  level  for  ADP  Systems 
Management  is  437,  and  the  Administration's  budget  request 
proposes  identical  FTEE  resources. 

Our  Independent  Budget  states  our  view  that  improved  ADP 
operations,  complemented  by  an  infusion  of  FTEEs  in  VBA 
components  would  be  required  to  stop  --  and  eventually  reverse 
--  the  trend  of  deteriorating  service  to  veterans,  most  notably 
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illustrated  in  the  current  CP&E  claims  backlog.     In  the  past,  we 
have  been  critical  of  VBA's  modernization  program  for  its  lack 
of  focus  on  interim  initiatives  and  its  lethargic  implementation 
of  long-term  improvements. 

Madam  Chairman,  we  are  pleased  to  report  what  we  believe  to 
be  a  complete  change  of  attitude  and  direction  by  ADP  systems 
management.     They  now  evidence  a  recognition  and  willingness  to 
rapidly  implement  ADP  interim  improvements,  and  acc[uire  the 
specialized  expertise  of  outside  contractors  to  assist  in  the 
development  of  a  fully  automated  integrated  ADP  system  by  1994. 
It  is  certainly  none  to  soon  since  less  than  50%  of  claims 
processing  functions  are  presently  supported  with  automated 
equipment. 

Madam  Chairman,   the  archaic  nature  of  ADP  technology  used 
by  VA  is  best  illustrated  by  the  centerpiece  of  their  interim 
modernization  program,  an  excess  IBM  mainframe,  obtained  from 
the  Treasury  Department,  that  has  seven  times  the  computing 
capacity  than  the  Honeywell  equipment  presently  used  in  the  VA's 
three  regional  Data  Processing  Centers. 

We  believe  ADP  systems  management  is  tracking  in  the  right 
direction  in  an  effort  to  rapidly  and  effectively  improve 
automation  of  VBA  operations.     This,  complemented  by  additional 
FTEEs,  will  provide  the  long-overdue  vital  resources  necessary 
to  provide  accurate  and  timely  benefits  delivery  to  our  nation's 
veterans . 

One  prevailing  concern  of  ours.  Madam  Chairman,  is  that  0MB 
has,   in  the  past,  used  a  hint  of  productivity  gains  as  an  excuse 
to  strip  VBA  of  FTEEs  and,  of  course,  this  is  the  major  reason 
for  the  CP&E  claims  backlog  and  reduced  timeliness  and  accuracy 
of  claims  processing. 
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Accordingly,  we  believe  it  imperative.  Madam  Chairman,  that 
Congress  insist  on  full  budgetary  support  for  requested 
appropriations  to  acquire  adequate  state-of-the-art  computer 
technology,  in  addition  to  increasing  VBA  FTEE;   and  that 
Congress  equally  insist  that  0MB  not  use  the  anticipated 
progression  of  VBA's  Modernization  Program  as  an  excuse  to 
further  reduce  VBA  FTEEs. 

For  ADP  Management,   the  FY  1991  Independent  Budget 
recommends  a  staffing  level  of  437  FTEE. 

Support  Services 

The  FY  1990  appropriated  FTEE  level  for  support  services 
is  2,644.     The  FY  1991  Administration's  budget  calls  for  an  FTEE 
level  of  2,391,   a  decrease  of  253  FTEEs. 

Madam  Chairman,   the  Administration's  budget  request  for 
support  services  starkly  frames  the  issue  before  Congress. 

0MB  directs  that  actual  and  anticipated  "modernization 
savings"  be  immediately  spent  (the  DAV  believes  a  better  word  is 
"wasted")  on  FTEE  reductions.     We  believe  that,  given  the  sorry 
state  of  service  being  provided  to  veterans,  all  so-called 
modernization  savings  must  be  invested  in  a  long-range  plan  to 
restore  good  service  to  veterans.     Until  good  service  is 
restored  and  expected  to  continue,   reducing  employment  based  on 
productivity  gains  should  not  be  considered. 

We  fully  expect  significant  productivity  increases  due  to 
systems  modernization.     These  are  most  likely  to  arrive  quickly 
in  support  services  activities.     VBA  should  deploy  the  FTEEs  VBA 
traditionally  used  to  perform  functions  that  are  now  or  soon 
will  be  automated  to  perform  other  functions,     VBA  needs 
"across-the-board"  service  delivery  improvements.  Alternative 
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uses  of  FTEEs  that  productivity  gains  will  generate  is  limited 
only  by  VBA  management's  imagination. 

The  FY  1991  Independent  Budget  recommended  staffing  level 
of  2,699  FTEEs  is  the  same  as  recommended  in  the  FY  1990 
Independent  Budget,     however,  VBA  management  has  the  flexibility 
to  allocate  FTEEs  to  components  or  activities  that  most  need 
them . 

By  investing  productivity  gains  in  improving  service  to 
veterans  and  maintaining  the  FTEE  levels  recommended  by  the  IB, 
there  is  hope  that  good  service  can  be  restored  by  FY  1994.  If 
productivity  gains  are  squandered  on  FTEE  reduction,   there  is 
no  hope  that  adequate  service  can  be  restored  within  the 
foreseeable  future. 

Independent  Budget  VBA  Recommendations  Summary 

Madam  Chairman,  to  summarize,   the  FY  1991  Independent 
Budget  recommends  the  addition  of  734  FTEEs  for  VBA  over  the  FY 
1990  appropriation,  to  be  deployed  as  follows: 


Veterans  Services  Division  195 

Compensation,  Pension,  Education  365 

Loan  Guaranty  105 

Voc.  Rehab,  and  Counseling  69 

_    TOTAL      "  734 


We  recommend  this  FTEE  level  be  provided  through  a  FY  1990 
supplemental  appropriation  and  be  maintained  through  FY  1991. 
We  also  recommend  55  FTEEs  for  Support  Services  be  provided  in 
the  FY  1991  appropriation. 

The  estimated  cost  of  the  FY  1990  supplemental 
appropriation  is  $12,491  million  (six  months)  or  an  annual  cost 
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of  $25  million  --  less  than  one  dollar  for  each  of  our 
nation's  27.1  million  veterans. 

Medical  Care 

Madam  Chairman,   the  FY  1991  request  for  the  Veterans 
Health  Services  and  Research  Administration  (VHSRA)  calls  for 
an  overall  appropriation  request  of  $12.5  billion  —  an  increase 
of  $890.7  million  over  the  FY  1990  level. 

The  medical  care  request  of  $12.2  billion  represents  a 
$901.4  million  increase  over  the  FY  1990  level. 

The  proposed  medical  care  budget  will  support  193,938  FTEE, 
an  increase  of  2,837  over  the  previous  fiscal  year. 

Madam  Chairman,   according  to  the  Administration's  budget 
documents  we  have  been  provided,  $453.1  million  is  being 
requested  for  payroll  increases  and  $232.3  million  is  being 
requested  for  increased  costs  due  solely  to  inflationary  factors. 

Thus,  a  total  of  $685.4  million  is  already  planned  to  be 
spent  for  these  uncontrollable  factors  that  have  little  direct 
bearing  on  providing  enhanced  patient  care  to  disabled  veterans. 

An  oversimplified  view  of  this  budget  request  after 
accounting  for  the  myriad  of  increases  and  decreases  in  the 
various  programs  of  VHSRA  --  leads  us  to  conclude  that  some 
$216  million  is  being  requested  for  the  purpose  of  providing 
enhanced  medical  care  for  disabled  veterans. 

Madeun  Chairman,  the  DAV  would  be  one  of  the  first  to 
acknowledge  the  proposed  medical  budget  is  one  of  the  more 
sensible  ones  that  we  have  seen  in  some  time.     Undoubtedly,  this 
is  due,  in  large  part,  to  the  elevation  of  the  VA  to  a 
Department  level  status  and  Secretary  Edward  Derwinski's  role 
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as  a  Cabinet  member  and  spokesman  for  veterans.     We  have  little 
doubt  that  the  Secretary  forcefully  pressed  the  case  for 
adequate  VA  funding  through  the  0MB  to  the  White  House.     For  his 
contribution,  he  has  the  heartfelt  thanks  of  the  DAV. 

No  one,  however,   should  be  lulled  into  a  state  of  glee  and 
complacency  by  the  seemingly  large  increase  in  this  budget 
request. 

In  our  view.  Madam  Chairman,  this  budget,   if  enacted,  will 
serve  to  only  partially  respond  to  the  effects  of  more  than  a 
decade  of  deficit  funding  levels  for  veterans'  health  care 
needs.     Although  some  --  but  surely  not  all  --  of  the  damage 
will  be  repaired,  VA  medical  care  is  not  yet  in  a  healthy 
environment. 

According  to  our  information,  this,  budget  request  ($12.2 
billion)  is  some  $500  million  below  that  which  the  Department 
originally  requested  ($12.7  billion)  for  the  medical  care 
account  in  FY  1991. 

Combined  with  known  health  care  funding  shortages  in  FY 
1990  --  $158  million  sequestered  by  the  balanced  budget  law,  $94 
million  in  cost-of-living  adjustment  computation  errors  and  $65 
million  diverted  to  the  war  on  drugs  initiative  --  the 
Department's  ability  to  provide  adec[uate  levels  of  quality 
medical  care  in  FY  1991  is,   in  our  view,  again  being  placed  in 
severe  jeopardy. 

Madam  Chairman,  notwithstanding  the  proposed  funding 
increase,  the  VA's  ability  to  provide  quality  and  timely  health 
care  services  to  America's  veterans  --  including  those  veterans 
with  mandated  entitlement  to  health  care  services  --  will 
continue  to  erode  should  the  Administration's  proposal  for  the 
medical  care  system  be  accepted  and  enacted  in  its  current  form. 
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The  adverse  ramifications  of  the  VA's  inadequate  budgets 
over  the  years  has  been  vividly  portrayed  on  many  different 
occasions  by  many  different  individuals  in  many  different 
settings  over  the  past  two  years.     Numerous  VA  employees, 
including  medical  center  directors,  chiefs  of  staff,   and  nurses, 
together  with  other  interested  parties  from  various  locations 
across  the  country,  have  presented  realistic,  albeit  bleak, 
portraits  of  a  daily  struggle  to  simply  provide  the  bare  minimum 
of  quality  health  care  services  to  veterans.     Disturbingly,  we 
continue  to  receive  numerous  complaints  and  learn  of  numerous 
situations  where  VA  health  care  is  being  denied  or  rationed  to 
eligible  veterans. 

Therefore,  Madam  Chairman,  we  encourage  you  and  members  of 
the  Human  Resources  Task  Force  to  carefully  scrutinize  this 
budget  request.     We  believe  such  scrutiny  will  lead  you  to 
propose  a  realistic  and  meaningful  funding  level  that  will,  at 
the  very  least,  enable  the  Department  to  provide  health  care 
services  to  those  veterans  so  entitled  by  law. 

In  this  respect.  Madam  Chairman,  we  would  further  urge  you 
to  carefully  consider  the  recommendations  and  funding  levels  as 
contained  in  the  Independent  Budget  for  VA  which  has  been 
provided  to  all  members  of  Congress.     This  budget  document 
represents  the  cumulative  and  cooperative  efforts  of  four  major 
VSOs  (DAV,  AMVETS,  VFW,  and  PVA)  and  represents,   in  our  view, 
realistic  funding  levels  that  would  allow  the  Department  to 
carry  out  its  mandated  mission  of  providing  health  care  services 
to  disabled  veterans. 

Medical  and  Prosthetic  Research 

Madam  Chairman,  the  Administration's  FY  1991  medical  and 
prosthetic  research  budget  request  is  $198.5  million,  $14.1 
million  below  the  FY  1990  funding  level  with  a  reduction  of  421 
FTEE. 
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We  are  pleased  to  witness  an  increase  of  $1.1  million  in 
the  rehabilitation  research  account. 

The  DAV  has,  and  continues  to  be,  fully  supportive  of  the 
VA's  combined  research  efforts.     Not  only  has  this  activity 
greatly  alleviated  the  pain  and  suffering  of  countless 
service-connected  disabled  veterans,  it  has  also  provided  the 
means  to  help  restore  many  of  them  to  being  productive,  tax 
paying  citizens.     Moreover,  the  results  of  VA  research 
activities  have  benefited  society  as  a  whole. 

It  is  discouraging,  therefore,  to  continue  to  witness 
appropriation  requests  that  can  only  greatly  impair  the 
effectiveness  of  these  activities.     We  believe  the  Independent 
Budget's  recommended  appropriation  of  $255  million  for  combined 
research  activities  is  needed  to  restore  a  vitality  to  VA 
research  activities. 

Construction 

The  Administration's  FY  1991  construction  request  totals 
$694.5  million.     Madam  Chairman,  while  we  support  full  funding 
of  the  VA's  request  for  construction  purposes,  we  are 
nevertheless  concerned  that  the  requested  amount  will  not  meet 
the  pressing  needs  of  the  health  care  system. 

As  you  know,  greater  numbers  of  elderly  veterans  are 
seeking  nursing  home  care  from  the  VA,  yet,  in  this  construction 
budget  proposal,  funding  has  been  requested  for  minimal  new 
nursing  home  care  bed  construction  in  the  form  of  one,  120-bed 
Nursing  Home  Care  Unit.     Additionally,  we  are  concerned  that 
this  construction  budget  request  does  not  adequately  recognize 
and  address  the  replacement  and  modernization  needs  of  the  VA's 
many  aging  health  care  facilities.     In  this  regard, 
Mr.  Chairman,  we  urge  the  Committee  on  the  Budget  to  favorably 
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consider  the  construction  recommendations  of  the  Independent 
Budget . 

We  have  noted  and  support  the  VA's  proposal  to  convert 
acute  care  hospital  beds  to  nursing  home  care  beds.     However,  in 
SO'  doing,  we  would  urge  the  Administration  to  move  swiftly  in 
the  conversion  process  and,  when  and  where  indicated,.,  identify 
additional  acute  care  b€Hds? that  may  realistically  be  converted 
to  nursing  home  care,    rtn  doingso,  we  trust  an  appropriate 
balance  will  be  maintained  to  meet  the  acute,  intermediate  and 
long-term  health  care  needs  of  our  rapidly  aging  veteran 
population. 

That  concludes  my  testimony.  Madam  Chairman.     Thank  you 
again  for  permitting  DAV  this  opportunity  to  appear  before  your 
Task  Force  on  Human  Resources. 


145 


THE  COMPENSATION  AND  PENSION  (C&P)  PENDING . BACKLOG 

In  an  effort  to  explain  the  markedly  different  pending  figures 
provided  by  the  VA  and  Veterans  Service  Organizations,  we  have  (1) 
updated  our  data  to  reflect  pendings  at  the  end  of  FY  1988  and  FY 
1989  (rather  than  at  the  end  of  8/88  and  8/89)  and  (2)  used  our 
methodology  to  calculate  the  change  in  the  pending  between  10/1/87 
and  9/30/88.     We  did  this  to  determine  if  our  methodology  would 
yield  such  disparate  results  (compared  to  the  VA  data)  when  applied 
to  FY  1988  as  it  did  for  FY  1989. 

This  exercise  reveals  basic  flaws  in  the  VA's  accounting/ 
reporting  system  for  which  there  reportedly  is  no  effective 
internal  correcting  mechanism.     In  our  view,  the  system  defies 
rational  explanation. 

To  understand  what  follows,  it  is  important  to  realize  that 
the  baseline  was  provided  by  the  VA.     The  VSOs  assumed  that  the 
actual  pendings  provided  to  us  by  the  VA  in  connection  with  prior 
Independent  Budgets  (IBs)  were  accurate,  i.e.,  the  total  C&P  pend- 
ing as  of  10/1/87  was  167,687  and  the  pending  as  of  8/31/88  was 
362,935.     In  view  of  subsequent  events,  the  credibility  of  any 
"pending  data  provided  by  the  VA  is  subject  to  ^estion  but,  after 
lengthy  analysis,  we  believe  the  10/1/87  and  8/31/88  pendings  are 
reasonably  accurate.     This  is  because  those  figures  are  consistent 
with  all  the  facts.    The  same  cannot  be  said  about  the  pending  C&P 
figure  of  343,199  at  the  close  of  FY  1989  provided  by  the  VA. 
Here ' s  why . 
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In  the  FY  1990  IB,  the  VSOs  repeated  the  pending  figure 
provided  by  the  VA  -  362,935.     Subsequent  to  the  HVAC's  hearings  on 
the  FY  1990  VA  budget,  the  VA  challenged  the  8/31/88  pending  figure 
cited  in  the  IB  to  Conunittee  staff,   stating  that  VA  reports  showed 
the  pending  at  approximately  170,000.     In  any  event,  a  year  later, 
the  VA  reported  to  the  Committee  staff  that  the  pending  as  of 
9/30/88  was  368,927  (a  figure  reasonably  consistent  with  the  IB). 
Having  relied  on  data  supplied  by  the  VA  and  then  being 
subsequently  challenged  by  the  VA  advising  Committee  staff  that  the 
C&P  pending  was  really  far  less  than  stated  by  the  VSOs,  we 
determined  that  it  was  in  our  best  interest  to  calculate  the  C&P 
pending  in  the  FY  1991  IB  independently  using  the  most  objective 
data  available.     This  turned  out  to  be  a  judicious  decision. 


To  test  the  accuracy  of  the  8/31/88  pending  of  362,935  as  well 
as  the  substantially  revised  9/30/88  pending  figure  recently 
provided  by  the  VA  (368,927),  we  applied  our  methodology  to  VA 
reporting  data  for  the  period  10/1/87  to  9/30/88  (FY  1988).  The 
methodology,  using  the  3DK1  reports  for  the  12-month  period  ending 
9/30/88,  reveals  the  following: 


C&P  Adj./ 

Grig.  Suppl.           Ancillary  Total 

Pending 

10/1/87  43,571  107,387  16,729  167,687 
Receipts 

10/1/87-9/30/88        767.953  1.930,960        391,787  3,090,700 

811,524  2,038,347        408,516  3,258,387 

Dispositions 

10/1/87-9/30/88        707,166  1. 740.211        405 . 543  -2.852.920 

Pending- 10/1/88        104,358  298,136           2,973  405,467 
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Because  of  the  VA's  system  of  reporting  on  a  12-month 
cumulative  basis,  updating  the  VSOs'   (and  VA's)  pending  figure  from 
8/31/88  to  9/30/88  is  not  as  easy  as  one  would  expect.     We  compared 
the  receipts  and  dispositions  shown  on  9/30/88  and  8/31/88  3DK1 
reports.     It  is  worth  observing  that  this  exercise  does  not  really 
capture  what  happened  in  the  most  recent  month  (9/88),  i.e.  the 
number  of  receipts  and  dispositions  by  claims  categories.  It 
updates  the  cumulative  12-month  tptal.     Thus,  the  differences  in 
pluses  and  minuses  between  the  8/31/88  and  9/30/88  reports  are 
actually  the  differences  between  9/88  and  9/87.     All  that  has 
occurred  is  that  9/88  replaced  9/87  in  the  cumulative  12 -month 
total. 

We  calculated  the  increase  in  the  pending  between  8/31/88  and 
9/30/88  as  follows: 


Month  of  9/88  (add  on  to  6/88  total) 


Orig. 


Adj. 


Ancil. 


Receipts 


767,953  (9/88) 
767.100  (8/88) 
*  853 


1,930,960 
1,938,441 
-  7,481 


391,787 
389,338 
+  2,449 


4.  179 


Dispositions  707,166  (9/88) 
705,886  (8/88) 
♦  1,280 


1,740,211 
1,766.160 
-  25,949 


405,543 
398.383 
+  7,160 


17. 509 


♦13,330  total  pending 


over  8/31/88 
362.935  -  IB 
376,265  -  9/30/88 
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The  difference  between  revised  VA  pending  for  9/30/88  of 
368,927  and  the  pending  calculated  by  using  the  IB  methodology  for 
FY  1988        405,467  is  36,540.     This  is  1.2%  of  the  3,090,700  C&P 
claims  receipts  reported  for  FY  1988  or  1.3%  of  the  2,852,920 
dispositions  reported  for  FY  1988.     If  the  8/31/88  pending  of 
362,935  is  considered  accurate  and  the  IB  methodology  is  used  to 
update  it  by  a  month,  the  pending  as  of  9/30/88  would  have  been 
376,265,  a  difference  of  7,338  from  what  the  VA  reports  as  the 
9/30/88  pending.     The  difference  is  .002%  of  total  C&P  FY  1988 
receipts  and  -003%  of  FY  1988  dispositions. 

Not  perfect,  sloppy  in  fact,  but  a  model  of  precision  compared 
to  what  occurred  with  respect  to  similar  data  for  FY  1989.  The 
3DK1  report  for  the  12-month  period  ending  9/30/89  shows  receipts 
exceeding  dispositions  as  follows: 


Orig. 

Claims  Adj./Suppl.  Ancillary  Total 

Receipts                 810,958  1,954,237  490,806 

Dispositions         731,946  1,755,572  458,952 

79,012  198,665  31,854  309,531 


Using  the  simple,  common- sense,  and  universally-accepted 
method  of  calculating  the  pending  as  of  9/30/89,  i.e.,  adding 
receipts  to  the  beginning  pending  and  then  subtracting  FY  1989 
dispositions  from  that  total,   results  in  a  9/30/89  pending  of 
678,448  (if  the  VA  9/30/88  pending  of  368,927  is  used  as  the 
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opening  pending).     If  the  updated  VSO  pending  for  9/30/88  of 
376,625  is  used,  the  9/30/89  C&P  pending  would  be  686,146. 
Incredibly,  the  VA  states  that  the  9/30/89  C&P  pending  declined 
to  343,199! 

Using  the  VA's  figures  --  a  9/30/88  pending  of  368,927  and 
their  report  of  receipts  and  dispositions,  the  VA's  reported 
9/30/89  pending  is  off  by  335,249  (678,448  -  343,199  =  335,249). 
Total  C&P  receipts  by  the  VA  for  the  12-raonth  period  ending  9/30/89 
were  3,256,001  and  total  dispositions  were  2,946,470.     The  335,249 
discrepancy  in  the  VA  reporting  system  represents  10.3%  of  total  FY 
1989  C&P  claims  receipts  reported  and  11.4%  of  total  dispositions. 
This  should  be  compared  with  the  comparable  data  from  the  prior 
year,  using  exactly  the  same  methodology  —  a  claims  discrepancy  of 
36,540  for  FY  '88  compared  to  335,249  for  FY  '89  with  the  FY  '88 
discrepancy  representing  1.2%  of  receipts  and  1.3%  of  dispositions 
compared  to  the  FY  '89  percentage  of  10.3%  and  11.4%,  respectively. 

Thus,  in  a  single  year,  the  discrepancy  in  the  number  of 
pending  claims  (as  disclosed  by  internal  contradictory  VA  reports) 
multiplied  ten- fold,  resulting  in  the  apparent  understating  of  the 
claims  backlog  by  almost  100%  (343,199~vs.  678,448). 

There  are  two  obvious  possible  explanations,  neither  of  which 
reflect  well  on  the  VA. 

1.  The  VA  Is  attempting  to  hide  the  real  claims  backlog  in 
order  to  mask  the  budget  resource  needs  of  C&P  service. 


150 


2.  The  VA  has  •  reporting/accounting  system  that  produces 
contradictory  data.     In  a  single  year,  the  system  has 
provided  data  that  overstates  the  pending  by  more  than  10% 
of  total  receipts,  with  the  result  that  the  pending  is 
actually  half  of  what  the  reported  data  shows.  Moreover, 
apparently,  there  Is  no  effective  Internal  correcting 
mechanism  to  balance  the  books  with  respect  to  receipts  and 
dispositions. 

Let's  examine  the  possibilities.     If  the  second  possibility  is 
entirely  accurate,  then  none  of  the  claims-related  data  reported  by 
the  VA  has  any  credibility.    Any  system  that  could  overstate 
receipts  by  335,000  In  a  year  Is  worthless.     Moreover,  a  management 
that  would  permit  the  continuance  of  such  a  system  Is,  to  put  it 
charitably.  Inept. 

Although  the  VA's  computer  systems  are  antiquated,  no  system 
exists  which  would  produce  the  magnitude  of  the  errors  which  the  VA 
says  caused  the  discrepant  pending  figures. 

The  VA  explain?  that  the  3DK1  receipts  may  lead  to  duplicate 
coun,tlng  of  cases.     The  pending  Issue  Is  often  established  without 
the  claims  folder.    When  the  mall  Is  associated  with  the  claims 
folder,  the  pending  Issue  may  be  cancelled  and  a  new  Issue 
established,  thereby,  showing  two  claims  received. 
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Th«  problem  with  this  explanation  is  that  "cancelled"  means  to 
delete  or  remove.     Surely,  the  system  has  the  capability  of 
deleting  or  "cancelling"  an  incorrectly  identified  claim  or  issue 
and,  if  necessary,  replace  it  with  a  correctly-identified  claims 
receipt.     If,  indeed,  a  receipt  is  cancelled  or  reflected  as  a 
disposition,  there  is  no  discrepancy.     We  presume  that  the  computer 
system  is  programmed  to  do  exactly  that. 

Even  in  the  most  unlikely  of  circumstances,  i.e.,  the  system 
was  unable  to  cancel  (delete)  incorrectly-identified  receipts,  how 
could  a  competent  management  fail  to  take  measures  to  ensure  some 
element  of  reliability  in  its  reporting  system?    If  the  9/30/89 
pending  reported  by  the  VA  is  accurate,  it  is  because  more  than 
335,000  basic  errors  were  committed  with  no  attempt  made  to  correct 
them.    This,  we  think,  is  inconceivable. 

Turning  now  to  the  first  explanation,  we  are  convinced  that 
the  pending  is  much  higher  than  reported  by  the  VA.    We  believe  the 
pending  is  a  close  approximation  of  the  VSOs'  estimate.    We  believe 
this  is  verified  by  the  testing  of  our  methodology  for  FY  1988.  We 
do  not,  however,  believe  that  the  VA  has  knowingly  understated  the 
pending  to  Justify  not  requesting  needed  FTEEs.     The  explanation  is 
that  top  VA  management  has  a  limited  understanding  of  what  the  real 
pending  is  because  of  their  seriously  flawed  reporting/accounting 
system  and,  therefore,  is  unaware  of  what  their  true  resource  needs 
are. 
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other  facts  support  th«  VSOs'  position.     By  all  accounts, 
timeliness  of         claims  adjudication  continues  to  worsen.     We  do 

not  think  this  is  possible  if  the  backlog  had  actually  stabilized 
or  decreased.     Timeliness  would  have  to  improve  in  a  declining 
backlog  scenario. 

The  FY  1991  CP&E  budget  justification  is  replete  with 
statements  and  statistics  showing-  continued  deterioration  in 
quality  and  timeliness.     They  relate  this  directly  to  insufficient 
FTEE  levels.     With  respect  to  backlogs,  the  Administration's  FY 
1991  budget  states: 

"The  declining  FTEE  in  recent  years  has  resulted  in  a  backlog 
of  cases  being  processed.     The  mounting  backlogs  have  had  the 
effect  of  increasing  the  pending  workload  at  the  end  of  each 
year  for  several  years." 

If  the  backlog  had  stabilized  and  begun  to  decline  during  FY 
1989  as  the  VA  now  contends,  one  would  think  that  CP&E  would  be 
aware  of  this  and  that  the  "good  news"  surely  would  have  been 
prominently  displayed  In  the  Administration's  budget  sxibmission. 
Moreover,  the  whole  tenor  and  tone  of  the  CP&E  budget  justification 
would  appropriately  be  expected  to  be  much  more  upbeat. 
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In  closing,  we  observe  that  this  latest  episode  in  the  pending 
claim  controversy  highlights  major  problems  with  the  VA's  C&P 
claims  reporting/accounting  system  and  management's  use  of  it.  We 
believe  an  independent  audit  of  this  situation  is  long  overdue. 
The  current  fiasco  cannot  be  repeated. 

Congress,  the  VSOs,  and  particularly  the  VA  must  know 
exactly  how  many  C&P  claims  are  pending.     Otherwise,  there  is 
little  hope  that  the  workload  can  be  managed  effectively  or  that 
the  resources  needed  to  do  so  can  be  determined  accurately. 
Because  of  our  interest  and  involvement  in  this  issue,  the  VSOs 
would  like  to  have  input  in  the  development  of  the  protocol  for  the 
much-needed  audit  of  the  VA's  C&P  claims  reporting/accounting 
system. 
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VETERANS  OF  FOREIGN  WARS  OF  THE  UNITED  STATES 


MADAM  CHAIRWOMAN  AND  MEMBERS  OF  THE  TASK  FORCE: 

Thank  you  for  the  opportunity  to  appear  before  this  distinguished  Task  Force 
to  present  the  views  of  the  Veterans  of  Foreign  Wars  with  respect  to  the 
Administration's  fiscal  year  1991  budget  proposal  for  the  Departnent  of  Affairs 
(VA).    The  VFW  is  appreciative  of  this  Task  Force  for  holding  this  hearing  and 
demonstrating  its  continuing  concern  for  our  nation's  veterans. 

Once  again,  the  Veterans  of  Foreign  Wars  is ^roud  to  have  joined  AMVETS, 
Disabled  American  Veterans  and  Paralyzed  Veterans  of  America  in  presenting  to  the 
Congress  an  Independent  Budget  for  the  Department  of  Veterans  Affairs.    As  the 
name  implies,  our  proposal  is  Independent  of  the  Office  of  Management  and 
Budget's  (CMB)  Influence  and  is  based  solely  on  what  we  perceive  as  the  minimum 
requirements  for  the  VA  to  provide  the  necessary  benefits  and  entitlements  our 
veterans  have  earned.    Before  addressing  the  construction  aspect  of  the 
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Administration's  proposal  as  compared  to  the  Independent  Budget,  I  would  like  to 
make  several  comments  addressing  the  VFW's  evaluation  of  the  overall  FY  '91  VA 
budget. 

On  January  29,  1990,  President  George  Bush  unveiled  a  $30.5  billion  FY  '91 
appropriation  budget  for  the  Department  of  Veterans  Affairs.    This  budget,  while 
showing  an  increase  of  il.3  billion  in  appropriations  over  last  year's,  still 
falls  short  of  meeting  the  needs  of  veterans.    Even  though  medical  care  is 
increased  by  approximately  $1  billion,  when  one  takes  into  account  inflation  and 
the  fact  the  VA's  Veterans  Health  Services  and  Research  Administration  is 
currently  experiencing  a  shortfall  of  approximately  i250  million  for  the  current 
fiscal  year,  the  VA  will  still  be  hard  pressed  to  meet  its  mandated  and  moral 
obligations. 

While  the  VFW  welcomes  the  Administration's  request  for  a  million  dollar 
increase  in  rehabilitation  research,  we  are  extremely  disappointed  in  the 
substantial  decrease  in  the  medical  and  prosthetic  research  account.    We  commend 
the  Administration  for  including  in  their  proposal  full  funding  for  an 
anticipated  3  1/2  percent  cost-of-living  adjustment  for  all  VA  employees  and  view 
as  a  step  in  the  right  direction  the  Administration's  request  for  i70  million  for 
a  special  pay  increase  to  benefit  physicians,  dentists,  and  nurses  within  the  VA 
system.    Of  course,  we  strongly  oppose  the  request  by  the  Administration  to 
require  a  down  payment  on  VA  guaranteed  loans  and  the  proposed  1/2  percent 
increase  in  the  indemnity  fee.    At  this  time,  I  will  direct  my  testimony  to  the 
Independent  Budget  recommendation  as  it  pertains  to  the  VA's  construction  program. 

Our  specific  construction  program's  recommendations,  like  other  FY  1991 
Independent  Budget  program  recommendations,  are  based  upon  the  strategy  we 
believe  VA  must  follow  to  meet  future  challenges. 
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Major  ConstTnctlon — We  recommend  a  $666  million  Major  Construction 
appropriation  for  FT  1991  as  opposed  to  a  $530  million  recommendation  by  the 
Administration.    Our  source  for  FY  1991  funding  projections  Is  the  VA's  current 
Flve-Year  Plan.    We  do  acknowledge  this  plan  may  not  meet  the  priorities  that  an 
In-depth  analysis  of  national  requirements  might  ultimately  reveal.    However,  we 
also  recognize  that  to  achieve  less  In  FY  1991  would  be  catastrophic,  given  the 
limited  current  replacement  cycle,  rapidly  changing  clinical  requirements,  and 
the  existing  physical  plants  excessive  age. 

Within  the  $666  million  total,  we  have  recommended  that  Congress  allocate 
$42  million  for  the  Advance  Planning  Fund  and  the  Design  Fund;  approximately  $20 
million  more  than  the  Administration's  request.    These  funds  should  permit  more 
expeditious  project  planning  and  design.    We  believe  a  more  generous  allocation 
to  the  Advance  Planning  and  Design  Funds  would  accelerate  future  construction. 
More  importantly,  the  FY  1991  Independent  Budget  seeks  to  ensure  the  Initiation 
of  a  larger  number  of  projects.    We  believe  that  under  funding  in  this  area 
Impedes  projects  by  constricting  planning  and  design.    Congress's  strong  support 
for  planning  and  design  will  enable  VA  to  build  more  of  the  major  construction 
projects  it  needs,  once  the  department  has  set  its  priorities  according  to  a 
rational  processT 

In  the  FY  1991  Independent  Budget,  we  have  also  requested  $32  nllllon  to 
construct  new  VA  nursing  homes.    We  appreciate  the  Administration  responding  to 
the  need  for  additional  nursing  homes  by  requesting  funds  to  construct  a  nursing 
home  in  Palm  Beach,  Florida;  however,  we  still  advocate  funding  that  will  permit 
the  VA  to  construct  four  120-bed  nursing  homes  this  year  and  In  future  years. 
The  aging  veteran  population  necessitates  this  annual  rate  of  nursing 
construction  through  the  19908.    Furthermore,  we  assert  that  this  rate  Is 
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necessary,  even  if  the  VA  complies  with  our  recommended  annual  conversion  of 
1,000  existing  hospital  beds,  (currently  not  In  use)  to  nursing  home  care,  plus  a 
one-time  conversion  of  2,000  beds  In  FY  1991.     It  should  be  emphasized  that  we 
recommended  these  conversions  In  last  year's  Independent  Budget. 

Finally,  our  Major  Construction  proposal  Includes  ^6.3  ■llllon  to  acquire 
land  for  national  cemeteries  In  states  that  have  none.    The  Veterans  Service 
Organizations  (VSOs)  recommended  that  VA  purchase  and  construct  two  new  national 
cemeteries  annually  until  the  National  Cemetery  System  meets  previously  stated 
goals  of  an  open-national  cemetery  in  every  state. 

The  remaining  amount  (approximately  $585  million)  of  the  Major  Construction 
appropriation  should  be  devoted  to  helping  reduce  the  other  Flve-Year  plan's  FY 
1991  medical  construction  requirements.    We  hold  that  the  plan's  recommendations 
are  valid. 

Minor  Construction — The  FY  1991  Independent  Budget  recommends  a  $285 
million  appropriation  for  Minor  Construction  while  the  Administration  only 
targets  $145.6  million  for  this  essential  activity.    The  Minor  Construction  fund 
pays  for  smaller  VA  repair  and  update  projects.     The  Independent  Budget's 
recommendation  significantly  exceeds  the  FY  1990  appropriation.    This  reflects 
the  VSOs  growing  concern  about  VA  facilities'  urgent  updating  and  repair  needs. 
Most  VA  facilities  were  constructed  during  the  1950s,  and  therefore  update  and 
repair  needs  are  Increasing  rapidly.    Earlier  appropriations  have  fallen  far 
short  of  addressing  these  needs. 

Most  of  the  recommended  Minor  Construction  funds  ($210  million)  are 
identified  for  medical  construction.    The  FY  1991  Independent  Budget  recommends 
that  $42  million  of  this  amount  be  designated  exclusively  to  convert  unused 
medical  center  beds  to  nursing  home  care.    This  $42  million  allocation  should  be 
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sufficient  to  convert  2»000  beds  during  this  fiscal  year.    This  proposal  also 
reflects  that  the  VSOs  FY  1990  Independent  Budget's  recoomended  bed  conversion 
was  not  accomplished.    The  VSOs  analysis  of  veteran  nursing  home  needs  Indicates 
that  approziaately  1,000  VA  unused  hospital  beds  aust  be  converted  to  nursing 
home  care  each  year  for  the  next  several  years. 

VA  medical  centers  have  resisted  undertaking  such  conversions  (Including 
those  that  VHSRA  has  planned.)    An  annual  provision  of  i20  million  for  these 
conversions,  plus  a  one-time  i42  million  appropriation  In  FY  1991,  would  end  the 
department's  claims  that  lack  of  construction  funds  have  prevented  such 
conversions.    As  earlier  stated,  the  VSOs  hold  the  federal  government  responsible 
for  adequate  nursing  home  care  for  the  nation's  aging  veterans. 

Ve  have  requested  modest  amounts  trlthln  the  Minor  Construction  appropriation 
to  support  VA  regional  office  and  existing  national  cemetery  construction 
projects.    The  FY  1991  Independent  Budget  recommends  $5  million  and  ilO  million, 
respectively,  for  these  purposes. 

Finally,  the  Independent  Budget  recommends  i60  million  in  Minor  Construction 
funds  for  VA  construction  staff  (primarily  %ri.thin  the  Office  of  Facilities). 
This  funding  should  permit  staffing  at  current  levels,  and  is  In  keeping  with  the 
VSOs'  recommendation  that  VA  take  appropriate  steps  to  establish  national 
construction  priorities,  and  improve  construction  and  planning. 

Parking  Garage  RevolTing  Fond — The  FY  1991  Independent  Budget  recommends  a 
tl9.0  million  allocation  to  this  fund,  which  finances  VA  facility  parking  garage 
construction  and  operation.    We  believe  that  reasonable  parking  access  is 
essential  to  patient  care.    Ve  hope  that,  eventually,  parking  garage  revenues 
will  pay  for  new  projects.    Currently,  however,  only  a  few  revenue-producing 
projects  exist,  so  limited  new  appropriations  are  needed.    Future  funding 
requirements  should  diminish. 

This  concludes  my  statement.    I  will  be  happy  to  respond  to  any  questions 
jou  may  have. 
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STATEMENT  OF 
R.  JACK  POWELL,  EXECUTIVE  DIRECTOR 
PARALYZED  VETERANS  OF  AMERICA 
BEFORE  THE 

HOUSE  BUDGET  COMMITTEE  TASK  FORCE  ON  HUMAN  RESOURCES 


Madame  Chalzperson  and  Members  of  the  Task  Force,  Paralyzed  Veterans  of 
America  (PVA)  thanks  you  for  Inviting  us  to  testify  today  concerning  the 
Fiscal  Year  1991  budget  for  the  Department  of  Veterans  Affairs  (DVA).  As  you 
requested,  ve  will  focus  our  comments  on  proposed  FY  1991  funding  levels  for 
the  DVA  as  recoimnended  by  the  President  and  as  recommended  In  our  own 
Independent  Budget. 

As  you  know,  for  the  fourth  year  In  a  row,  we  have  Joined  forces  with  AMVETS, 
the  Disabled  American  Veterans  (DAV)  and  the  Veterans  of  Foreign  Wars  (VFW) 
to  produce  an  In-depth  analysis  of  DVA's  budget  needs.    "The  Price  of  Peace  - 
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The  Nation's  Obligation:  Correcting  Budget  Priorities  for  Veterans",  has  been 
widely  recognized  on  Capitol  Hill  for  Its  accuracy  and  realistic  assessment 
of  veterans*  program  needs.  We  have  attached  a  copy  of  the  Independent  Budget 
for  your  review. 

We  came  before  this  Task  Force  one  year  ago  at  a  time  when  the  newly  created 
Department  of  Veterans  Affairs  was  grappling  with  disclosures  that  the  agency 
was.  Indeed,  facing  enormous  funding  shortfalls  In  the  range  of  $630  million. 
Despite  the  fact  that  eligible  veterans  were  being  denied  care  at  VA 
hospitals,  the  agency's  financial  troubles  had  not  been  revealed  to  the 
Congress  until  late  1988  when  the  Senate  and  House  Committees  on  Veterans' 
Affairs  held  emergency  hearings  on  the  matter. 

The  official  revelation  of  VA's  funding  deficits  painted  a  picture  of  a 
crisis  which  has,  for  several  years,  severely  eroded  the  Nation's  largest 
health  care  system.  Once  a  model  of  quality  hands-on  care  and 
medical/prosthetics  research,  VA  officials  revealed  the  financially 
devastated  side  of  an  agency  that  was  denying  and  delaying  health  care 
services,  severely  rationing  medical  equipment  and  supplies,  and 
cannibalizing  sorely  needed  maintenance  and  repair  funds. 

The  admitted  funding  deficit  also  exposed,  and  confirmed,  the  tragic  "human 
element"  side  of  the  equation  as  well  -  understaffed  hospitals  with 
overworked  physicians  and  nurses,  low  morale,  unnecessarily  antagonistic 
employee/patient  relationships  and,  most  important  from  the  viewpoint  of  this 
veterans'  service  organization,  disabled  veterans  unable  to  obtain  quality 
health  care.     Despite  a  belated  supplemental  appropriation  for  FY  1989,  the 
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Department  of  Veterans  Affairs  continues  to  barely  keep  Its  head  above  water 
while  It  siphons  funds  from  needed  accounts  such  as  maintenance  repair  and 
prosthetlcs/supplles  to  make  up  for  the  shortfall  In  direct  heath  care  for 
patients. 

We  are  therefore  back  before  you  today  to  tell  you  that,  despite  our  best 
efforts,  this  serious  situation  has  not  Improved.  We  are,  unfortunately, 
facing  many  of  the  same  problems  that  faced  the  agency  one  year  ago.  As  we 
testified  then,  VA's  admitted  funding  shortfalls  represent  but  the  tip  of  the 
Iceberg.  In  fact,  we  are  looking  at  true  deficits  In  the  range  of  $1.2 
billion  In  order  to  meet  realistic  health  care  demands. 

Before  we  examine  the  President's  proposed  FY  1991  budget  for  the  DVA,  we 
wish  to  provide  the  Task  Force  with  a  brief  assessment  of  where  the  agency's 
health  care  system  Is  today  following  the  supplemental  appropriation  for  FY 
1989. 

The  first  week  of  November,  1989,  Independent  Budget  staff  conducted  a 
telephone  survey  of  24  representative  VA  medical  centers.  Survey  questions 
were  designed  to  elicit  Information  on  any  continuing  liq>act  of  a  residual 
1989  funding  shortfall  and  the  system's  ability  to  handle  the  projected 
continuing  shortfall  In  1990.  Every  hospital  surveyed  reported  that  deficits 
were  still  being  absorbed  by  workload  cutbacks  and  use  of  funds  Intended  for 
equipment  purchase,  building  maintenance  and  repair,  personnel  salaries  and 
contract  health  care  services,  such  as  community  nursing  homes.  In  the  latter 
case,  facilities  cut  utilization  between  10  percent  and  50  percent. 
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Most  hospitals  reported: 

o    A  residual  deficit,  ranging  from  $1  to  $4  million 

per  hospital,  after  receiving  their  share  of  the  belated 
1989  supplemental  appropriation. 

o    Multi-million  dollar  backlogs,  ranging  in  value  from  $1  to 
$17  million  in  needed  but  unpurchased  equipment. 

o    Between  20  and  50  nurse  vacancies  per  hospital  - 
particularly  in  Intensive  care. 

o    Waiting  times  of  more  than  three  months  for  certain 

specialty  clinics  (some  clinics  had  a  six  month  backlog). 

o    Projected  funding  shortfalls  in  FY  1990  ranging  from 
$40,000  to  $50,000  for  prosthetic  services  and  equipment 
(from  wheelchairs  to  leg  braces)  -  even  though  FY  1989 
non-recurring  supplemental  dollars  were  Invested  In  prosthetics. 

o    In  every  hospital  surveyed,  poor  employee  morale. 


Within  the  past  month,  a  large  mid-west  VA  Medical  Facility  projected  a 
$12,112,000  million  budget  shortfall  and  a  smaller  VA  hospital  on  the  East 
coast  projected  a  shortfall  of  $1,569,000  million. 
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Administration's  FY  1991  Budget  Proposal 

The  Administration's  proposed  fiscal  year  1991  budget  requests  $30.9  billion 
for  the  Department  of  Veterans  Affairs.  The  budget  proposal  represents  an 
Increase  of  $961  million  over  current  FY  1990  spending.  If  the  request  Is 
approved  by  Congress,  veterans'  medical  care  would  receive  approximately 
$12.2  billion  -  a  $901  million  Increase  over  this  years'  Is  >l. 

The  President  has  recognized,  that  Indeed,  a  funding  problem  needs  to  be 
rectified  by  recommending  these  Increases  In  medical  care.  However,  while 
the  Increases  represent  a  proposed  Improvement  In  the  current  funding  crisis, 
the  budget  still  falls  far  short  of  compensating  for  past  shortfalls, 
maintaining  quality  care,  and  meeting  anticipated  demands  for  the  coming 
year. 

The  Administration's  request  represents  an  approximate  8  percent  Increase  In 
medical  care  over  this  year.  At  the  same  time,  medical  Inflation  rates  have 
been  running  8  to  10  percent  for  the  past  several  years.  In  comparison  with 
all  other  federal  health  entitles,  veterans'  health  services  have  not 
received  their  fair  share  of  federal  health  dollars  to  keep  up  with 
Inflation.  For  Instance,  since  1985  Medicare  has  received  a  AA  percent 
increase;  Medicaid  received  a  58  percent  increase.  Veterans'  health  care 
has  received  only  an  18  percent  increase.  VA  research  has  received  7  percent 
less  during  this  time.  Discounting  for  inflation  entirely,  VA  funding  during 
this  period  has  actually  been  decremental.  The  point  we  are  making  is  that 
the  proposed  8  percent  increase  for  medical  care  in  FY  1991  is  welcome,  but 
it  does  not  solve  the  problem  that  we  face. 
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It  Is  Important  to  understand  that  although  the  President's  FY  1991  budget 
proposal  would  Increase  the  requested  budget  authority  by  $1.2  billion  over 
the  FY  1990  level,  $946  of  that  amount  Is  required  to  cover  Increased  salary 
costs.  Inflation,  and  the  activation  of  newly  completed  facilities.  Little 
remains  of  the  $1.2  billion  to  address  the  substantial  erosion  of  health  care 
experienced  In  FY  1989  and  FY  1990.  And  little  remains  to  address  the 
burgeoning  medical  equipment  backlog,  the  Inadequate  agency  performance  In 
the  adjudication  of  veterans'  claims,  and  the  need  for  nursing  home  beds 
within  VA.  Further,  the  backlog  of  prosthetics  equipment  and  supplies,  the 
backlog  of  VA  cemetery  equipment,  and  a  host  of  other  significant  problems 
cannot  be  adequately  addressed  by  the  Administration's  proposed  funding 
levels  which  are  "better  than  they  were  imder  President  Reagan". 

The  Independent  Budget  recommends  a  medical  care  budget  level  of  $13  billion 
just  to  meet  current  services  requirements.  Our  total  recommendation  for 
medical  care  Is  $13.4  billion. 

In  deriving  this  figure  we  have  factored  the  total  amount  of  the  projected 
Increase  In  cost  of  medical  care  services  between  now  and  1995.  The  costs 
are  Incurred  primarily  In  estimating  Increased  resources  needed  to  take  care 
of  the  aging  veteran  population  and  the  rising  cost  of  medical  care  Itself. 
The  approximate  $400  million  over  1991  current  services  level  Is  a  one-fifth 
increment  of  that  total  amount  placed  In  the  FY  1991  budget  to  help  prepare 
now  for  the  Increasing  costs  that  will  be  Incurred  gradually  over  the  next 
five  years.  There  Is  no  need  to  get  cut  short  again  five  years  from  now 
when  we  can  start  preparing  for  those  Increasing  commitments  now. 
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Calculating  Independent  Budget  current  services  and  projected  funding  needs 
for  FY  1991,  the  Administration's  proposal  is  still  approximately  $700 
million  below  the  current  services  level.  Judging  our  total  recommendation, 
the  Administration  request  is  nearly  $1  billion  below  the  level  needed  to 
bring  medical  services  to  a  level  of  projected  demand. 

The  differences  between  the  Administration's  figures  and  our  own  are  derived 
from  how  those  figures  are  tallied.  The  Office  of  Management  and  Budget  has 
abandoned  accounting  for  "current  services"  as  the  approach  to  budgeting  from 
one  year  to  the  next.  The  increases  called  for  in  the  President's  submission 
are  based  on  merely  adding  to  a  FY  1990  appropriation  which  is  already  $750 
million  below  needed  levels  as  estimated  by  the  Independent  Budget.  The 
original  1990  request  was  based  on  the  funding  levels  provided  in  FY  1989  and 
so  on.  The  budget  "snapshot"  is  retrieved  each  year  without  any  regard  to 
cumulative  deficits  in  available  services  that  have  accrued  from  an  eroded 
resource  base  from  one  year  to  the  next. 

We  know  that  if  this  year's  funding  level  is  insufficient,  1989  was  a 
coiiq)lete  disaster.  The  appropriation  was  nearly  $640  million  short  of 
anticipated  needs,  creating  absolute  chaos  in  the  system.  The  hard-fought 
supplemental  that  year,  $320  million,  arrived  too  late  in  the  year  to  provide 
major  relief  to  most  medical  care  programs  in  the  direct  service  areas, 
except  to  help  alleviate  needed  equipment  purchases.  Plus,  the  supplemental 
was  not  annualized  and  did  not  carry  over  into  the  budget  base  for  FY  1990. 

Fortunately,  the  Congress  has  gone  a  long  way  in  greatly  improving  overall 
funding     levels.         The     Congress     appropriated     $858    million    over  the 


166 

Administration's  request  in  FY  1990  alone.  Without  this  understanding  and 
assistance,  we  are  certain  VA  medical  facilities  would  be  closing  their 
doors.  However,  while  higher  than  the  Administration  requests,  the 
appropriated  amounts  have  not  been  sufficient  even  to  stabilize  the  level  of 
grossly  inadequate  delivery  of  medical  care  and  benefit  delivery  that 
continues  to  build. 

The  Office  of  Management  and  Budget  continues  to  plan  with  significant 
shortfalls  carried  over  from  one  year  to  the  next.  There  is  8iiiq>ly  no 
historical  perspective  as  to  where  the  specific  shortfalls  came  from  and  how 
they  compound  the  Department's  on-going  funding  problems.  This  problem  has 
grown  at  a  time  of  increasing  veteran  health  care  demand  and  skyrocketing 
medical  costs,  eroding  VA  budgets  from  one  year  to  the  next,  year  after  year. 
The  Independent  Budget,  on  the  other  hand,  for  the  past  four  years,  has  based 
its  budget  projections  on  a  service  delivery  model.  We  estimate  the 
projected  dollar  need,  not  just  a  lump  sum  dollar  amount  as  0MB  does,  but  on 
a  carefully  projected  analysis  of  what  services  need  to  be  provided;  how  many 
veterans  will  need  those  services;  and  what  those  services  will  cost.  Since 
the  first  Independent  Budget  was  released,  we  have  carefully  tracked  the 
rising  cost  of  those  services  from  one  year  to  the  next,  comparing  that 
current  services  figure  with  the  actual  appropriations  provided  in  each 
individual  year. 

Unlike  0MB' 8  projections,  and  in  certain  Instances,  final  appropriations 
figures  that  are  based  on  what  the  veterans'  budget  will  "get"  within  the 
competition  over  the   entire   federal  budget  pie,    the  Independent  Budget's 
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figures  are  based  on  what  the  Department  actually  "needs"  to  meet  service 
levels*  demand  and  quality  of  care  In  any  given  year. 

In  the  case  of  the  FY  1991  proposal,  we  returned  to  FY  1988  appropriation* 
using  those  figures  as  our  baseline.  The  FY  1989  figures  were  such  a  disaster 
for  the  Department  and  service  levels  dropped  so  low  In  Inpatient,  outpatient 
and  nursing  home  care  that  as  a  result  no  reasonable  comparison  could  be  made 
that  could  provide  any  continuity  for  an  on-going  current  services  analysis 
based  on  true  veteran  demand. 

On  this  basis,  we  believe  our  recommendations  for  FY  1991  are  accurate 
appraisals  of  what  the  Department  will  actually  need  next  year  to  make  up 
accumulated  lost  ground  and  maintain  the  quality  and  quantity  of  health  care 
and  benefit  delivery. 

Acquired  Immune  Deficiency  Syndrome 

Two  years  ago  (FY  1988),  VA*s  AIDS  and  AIDS  Related  Complex  (ARC)  caseload 
was  approximately  7,000.  Roughly  50  percent  of  these  patients  were  carried 
over  from  previous  years.  This  represents  about  7  percent  of  the  Nation's 
104,000  AIDS  and  ARC  cases. 

Since  FY  1988,  therapy  and  the  prescription  of  AZT  to  all  HIV  positive 
Individuals,  to  suppress  disease  symptom  onset,  have  resulted  In  greater 
longevity.  At  the  same  time,  VA's  costs  for  AZT  have  decreased  from  $8,000 
to  $6,500  per  patient  per  year. 
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Together,  these  factors  should  Increase  future  patient  volume  and  cost. 
VHSRA  now  expects  4,260  new  patients  In  FY  1991,  and  3,300  readmlsslons  from 
previous  years.     In  addition,  VA  will  follow  7,500  outpatients. 

The  average  Implied  hospital  stay  Is  30  days,  at  an  average  dally  cost  of 
more  than  $700,  depending  upon  the  severity  of  Illness.  For  exa]iq>le,  the 
treatment  costs  for  patients  with  the  pulmonary  complication  Pneumocystis 
carnll  (PCC)  may  be  two  or  three  times  higher  than  average.  Outpatient 
visits  cost  between  $111  and  $160.  VA's  data  on  AZT  expense  alone  Is  not 
available,  but  a  conservative  estimate  for  FY  1991  would  be  $60  million. 
Other  expensive  antlretrovlral  agents  are  In  development.  Together  these 
costs  justify  a  conservative  requirement  of  some  $220  million  In  FY  1991  just 
for  AIDS  and  ARC  treatment.  This  contrasts  with  the  expected  $127.6  million 
required  for  the  current  fiscal  year. 

In  1989,  the  U.S.  Public  Health  Service  predicted  that  there  would  be  450,000 
or  more  AIDS  and  ARC  cases  In  the  United  States  by  1992,  and  that  280,000  of 
these  cases  would  have  died.  Now,  with  Increased  longevity,  the  latter 
number  Is  reduced.  If  VA  continues  to  see  a  7  percent  share.  It  will  be 
responsible  for  more  than  twice  Its  projected  1991  volume.  Treatment 
probably  %d.ll  be  essential  the  same  as  today,  and,  most  likely,  there  will 
not  yet  be  a  vaccine. 

The  FY  1990  VHSRA  budget  specifies  $32  million  for  AIDS  treatment.  This 
covers  but  a  fraction  of  the  expected  demand.  We  wish  to  underscore  once 
more  the  need  to  provide  additional  funds  to  meet  the  high  cost  of  this 
growing  epidemic.    Previously  budgeted  medical  care  funding  for  other  patient 
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care  cannot  absorb  the  very  substantial  VA  expense  for  treating  AIDS  and  ARC 
patients. 

The  Independent  Budget's  FY  1990  current  services  level  Includes  $40  million 
for  AIDS.  We  therefore  reconmend  no  less  than  a  $60  million  Increment  In  the 
FY  1991  Medical  Care  appropriation  for  the  treatment  of  veterans  with  AIDS 
and  ARC.  (See  "Specific  Recommendations,  Current  Services"  on  page  68  of  the 
Independent  Budget) 

Health  Care  Staffing 

More  than  60  percent  of  direct  health  care  costs  are  related  to  personnel 
expenditures.  The  Administration's  budget  calls  for  2,837  additional  FTEE  In 
FY  1991.  Included  In  this  figure  are  800  additional  nursing  position.  There 
Is  no  question  these  new  positions  will  be  of  great  benefit  to  the  VA  health 
care.  However,  on  scrutiny,  the  budget  proposal  reveals  that  2,098,  the  vast 
majority  of  those  FTEE  are  requested  to  staff  newly  activated  facilities,  not 
to  augment  the  existing  system  where  thousands  of  beds  have  been  closed  do  to 
lack  of  staff,  particularly  nursing  staff.  Only  half  of  the  remaining  739 
additional  FTEE  are  to  be  allocated  to  the  existing  hospital  system.  The 
remainder  are  to  be  sent  to  fill  needed  nursing  home  positions. 

FVA  and  the  Independent  Budget  have  long  criticized  budget  proposals  with 
insufficient  funding  to  fully  staff  and  equip  newly  activated  facilities.  It 
Is  Irresponsible  to  provide  the  funds  to  construct  needed  new  facilities, 
such  as  Spinal  Cord  Injury  Centers,  and  then  leave  them  half  empty  for  months 
because  of  a  lack  of  funds  for  equipment  and  staff.  We  applaud  the  major  use 
of  these  new  proposed  funds  to  correct  these  deficiencies.      However,  the 


170 


majority  of  FTEE  funding  going  to  new  facilities  does  little  to  correct  major 
staffing  deficiencies  throughout  the  existing  system.  The  Increases  for  new 
activations  should  be  added  to  the  Congresslonally  mandated  FTEE  floors,  not 
Included  as  part  of  the  total  staffing  requirements  for  the  existing  system 
as  It  was  before  these  facilities  were  built. 

Again,  the  Administration's  request,  while  significant  in  attempting  to  make 
up  for  prior  shortfalls  and  obligations  of  new  construction  and  increasing 
workload,  does  not  go  far  enough  in  correcting  other  existing  gross 
deficiencies  to  help  meet  present  and  projected  demand.  Throughout  the 
system  the  staffing  proposal  is  helpful,  but  it  does  not  go  the  whole  way  to 
reach  parity  with  on-going  demands. 

Medical  and  Prosthetics  Research 

The  Administration's  FY  1991  proposed  budget  for  medical  and  prosthetics 
research  will  decrease  both  funding  and  FTEE  for  this  important  program. 
Reduced  by  $13  million  below  the  FY  1990  appropriated  level,  the  program  will 
be  unable  to  start  many  new  research  projects  as  well  as  force  cutbacks  in 
commitments  to  on-going  projects. 

The  budget  authority  requested  for  FY  1991  is  $198,537,000.  This  level  of 
funding,  approximately  $55  million  less  than  that  recommended  by  the 
Independent  Budget,  will  further  erode  a  program  beset  with  inconsistent 
funding  and  disruptive  personnel  fluctuations.  Although  we  are  pleased  that 
spinal  cord  Injury  research  has  been  given  a  high  priority  in  this  program, 
the  truth  of  the  matter  is  that  every  aspect  of  research  will  be  adversely 
affected  if  the  President's  proposed  budget  is  enacted. 
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DVA  Construction 

Once  again,  the  construction  needs  of  DVA  for  maintenance,  repair,  and 
replacement  of  aging  medical  centers  represent  one  of  the  most  visible 
Indicators  of  the  desperate  condition  VA  facilities  are  in  today.  PVA 
strongly  endorses  the  funding  levels  recommended  in  the  Independent  Budget 
for  Fiscal  Year  1991. 

The  Administration  has  requested  a  total  of  $694,467,000  In  major  and  minor 
construction  for  FY  1991.  Given  the  86  year  replacement  cycle  on  which  DVA 
facilities  are  operating,  this  funding  level  for  FY  1991  will  be  far  short  of 
that  needed  to  address  the  current  nationwide  requirements  for  construction 
and  maintenance  shortfalls.  Changing  technologies  and  demographics  will 
further  require  modem  state-of-the-art  facilities.  The  Independent  Budget 
recommendation  of  $970,750,000  for  this  account  will  be  necessary  to  meet 
these  current  and  future  challenges. 

The  continued  erosion  in  VA  medical  facilities  severely  restricts  the 
quantity  of  health  care  available  and  severely  endangers  the  quality  of 
medical  services  provided  to  the  veteran  community.  The  problems  causing 
this  erosion  are  basically  dollar  driven  and  dollar  restricted  without  regard 
to  any  proper  long-term  planning  process. 


House  Committee  on  Veterans*  Affairs  (HCVA)  Budget  Recommendation  for  FY  1991 


The  Honorable  G.V.  (Sonny)  Montgomery  held  a  recent  markup  hearing  concerning 
the  HCVA's  FY  1991  report  to  the  Budget  Committee. 
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The  DVA  Is  a  vital  health  care  safety  net.  Eligible  veterans  do  not  stop 
becoming  ill  because  the  DVA  does  not  have  the  resources  to  provide  health 
care  services  for  them.  These  veterans  will  either  fall  on  the  rolls  of 
other  Federal  or  state  health  programs,  increase  the  burden  for  uncompensated 
care  in  the  private  sector,  or  worse,  go  without  health  care  entirely. 

The  House  Committee  on  Veterans'  Affairs  budget  helps  to  restore  desperately 
needed  FTEE's  and  funding  levels  for  both  VBA  and  VHS&RA.  While  the 
Committee  did  not  recommend  funding  levels  equal  to  those  contained  in  the 
Independent  Budget,  it  moved  VA's  budget  in  the  right  direction.  Among  the 
increases  the  Committee  proposed  over  the  President's  budget  are  $40  million 
for  medical  and  prosthetics  research;  $50  million  for  the  conversion  of  1,500 
vacant  hospital  beds  to  nursing  care  beds;  $69  million  to  provide  funds  for 
an  additional  500,000  outpatient  visits;  $50  million  to  shorten  the  list  of 
needed  medical  equipment;  and  a  total  of  $40  million  of  desperately  needed 
funds  for  the  Veterans  Benefits  Administration,  the  National  Cemetery  System, 
and  the  Board  of  Veterans  Appeals.  In  summary,  the  HCVA  improved  on  key 
defects  in  the  President's  FY  1991  budget  proposal  for  the  Department  of 
Veterans  Affairs.  Although  we  since.rely  appreciate  the  Committee's 
understanding  of  the  situation  at  VA,  the  improved  funding  levels,  although 
helpful,  will  not  be  sufficient  to  meet  the  demands  placed  on  the  system. 

As  we  are  certain  this  Task  Force  understands,  PVA  believes  firmly  that  we 
still  have  a  long  way  to  go  -  even  with  the  HCVA  budget  recommendations  - 
before  veterans  are  able  tc  receive  the  quality  health  care  and  the  efficient 
and  accurate  benefits  services  to  which  they  are  entitled. 
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General  Operating  Expenses  and  Benefits  Programs 

One  of  the  most  troublesome  aspects  of  the  President's  proposed  budget  for 
Fiscal  Year  1991  Is  the  funding  request  for  the  General  Operating  Expenses 
(GOE)  account  for  the  Veterans  Benefits  Administration  (VBA).  As  the 
Independent  Budget  has  documented,  several  years  of  Inadequate  budgets  and 
appropriations  have  exacerbated  the  unacceptable  level  of  FTEE  and  funding 
necessary  to  acconq>llsh  the  objectives  of  VBA.  To  compound  this  Issue,  the 
devastating  effects  of  sequestration  have  taken  an  extraordinary  toll  on  VBA. 

The  Department's  contention  that  the  present  level  of  employment  In  1990, 
along  with  the  employment  requested  In  1991,  will  allow  VBA  to  Improve  the 
quality  and  timeliness  of  claims  processed,  just  simply  cannot  be  supported 
by  any  objective  documentation  and  realistic  assessment  of  the  present 
situation  In  VBA. 

The  President  has  proposed  a  1991  funding  request  of  $605.3  million  and 
12,334  FTEE  for  Fiscal  Year  1991  for  VBA.  While  this  reduction  from  the 
current  appropriated  level  of  12,600  Is  bad  enough,  when  viewed  against 
several  other  figures,  the  truly  ominous  significance  of  the  budget  proposal 
for  VBA  Is  readily  exposed. 

In  1987,  the  Veterans  Benefits  Administration  employed  13,126  FTEE's.  As 
evidenced  by  huge  backlogs  In  pending  claims  and  ever-Increasing  abandoned 
phone  calls  to  counselors,  however,  service  to  veterans  and  their  families 
was  deteriorating  rapidly.  After  carefully  analyzing  each  service  within 
VBA,  we  recommended  a  total  of  13,343  FTEE's  for  FY  1989.  Although  Congress 
mandated   no   fewer   than    12,898   FTEE's    for   that   year    (590  more  than  the 
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Administration  requested),  the  mandated  figure  vas  never  liiq>lemented. 
Instead,  a  subsequent  supplemental  appropriation  brought  total  FTEE  down  to 
12,700,  and.  In  response  to  the  Administration's  FY  1990  budget  proposal,  a 
further  "compromised"  settlement  resulted  In  the  12,600  FTEE  which  VBA  now 
"enjoys". 

In  other  words,  although  the  Congress  has  added  FTEE's  each  year  to  the 
Administration's  proposals  for  VBA,  the  net  result  has  been  negative.  For 
every  step  the  Congress  has  taken  forward,  the  Administration  has  already 
taken  two  backward. 

We  strongly  encourage  each  Member  of  the  Task  Force  and  each  staff  member  to 
review  the  Independent  Budget  authored  by  the  AMVETS,  Disabled  American 
Veterans,  Paralyzed  Veterans  of  America,  and  the  Veterans  of  Foreign  Wars. 
We  believe  It  Is  an  honest  assessment  of  the  current-state-of-af fairs  in  VA 
today.  The  serious  problems  facing  the  Department  will  not  disappear  until 
VA  has  a  budget  that  will  meet  the  needs  of  our  country's  disabled  veterans. 
We  urge  you  to  adopt  the  funding  levels  recommended  in  our  document. 

Madame  Chairwoman,  PVA  greatly  appreciates  this  opportunity  to  testify  today. 
I  would  be  happy  to  answer  any  questions  you  might  have. 
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PREPARED  STATEMENT  OF  NOEL  C.  WOOSLEY,  AMVETS  NATIONAL  SERVICE 

DIRECTOR 


Madam  Chairperson,  members  of  the  committee,  AMVETS  thanks  you  for 
the  opportunity  to  testify  as  one  of  the  representatives  involved 
in  the  independent  budget  proposal. 

January  29,  1990,  President  George  Bush  unveiled  an  unprecedented 
$30.9  billion  FY  1991  budget  for  the  Department  of  Veterans  Affairs 
(DVA).  While  most  budget  watchers  were  predicting  that 
discretionary  programs  would  suffer  immense  short-falls,  the 
Administration,  we  feel,  took  everyone  by  surprise  by  increasing 
the  Medical  Care  Budget  Authority  some  9%.  We  must  admit  it  was 
a  pleasant  surprise  and  a  far  different  approach  to  adequately 
funding  veterans'  programs  than  we  have  seen  for  the  last  eight 
years.  But  because  of  the  erosion  built  into  the  budget  process 
over  the  last  decade,  even  this  unprecedented  $30.9  billion  FY  1991 
budget  reminds  one  of  the  little  boy  with  his  thumb  in  the  dike 
wondering  if  his  efforts  will  save  the  village  until  sufficient 
help  arrives. 

It  has  become  accepted  policy  to  inflate  the  budget  and  base  many 
increases  on  ill-advised  legislative  proposals  which  are  far  too 
often  short-sighted  and  not  in  the  best  interest  of  veterans.  One 
such  proposal  is  to  require  the  veteran  to  make  a  4%  down  payment 
on  loans  over  $25,000  with  the  first  $25,000  being  exempt.  Also 
proposed  is  an  increase  in  the  funding  fee  requirement  from  the 
current  1.25%  to  1.75%.  The  combined  effect  of  proposed 
legislation  for  the  loan  guaranty  program  reduces  the  appropriation 
from  $512.2  to  $403.7  million.  AMVETS  feels  confident  the  Congress 
would  never  allow  most  of  these  legislative  initiatives  to  become 
law.  If  the  proposed  legislative  savings  are  therefore 
unattainable,  the  only  question  left  to  ask  is:  Is  this  a 
realistic  budget  in  this  area? 

There  are  other  cost  saving  proposals  outlined  in  the  benefit 
programs  areas,  some  of  which  AMVETS  would  not  oppose  and  perhaps 
could  endorse  after  they  have  been  ironed  out.  However,  one 
proposal  we  will  continue  to  oppose  is  the  automatic  indexing  of 
compensation  and  pension  payments  to  the  annual  change  in  the 
Consumer  Price  Index  (CPI).  As  in  the  past,  AMVETS  is  unwilling 
to  remove  the  annual  review  and  assessment  of  veteran  needs  by  the 
Congress  provided  for  under  the  current  system. 

A  major  concern  with  respect  to  the  Administration's  FY  91  budget 
proposal  may  be  found  in  the  General  Operating  Expenses 
appropriation  level.  Incorporated  in  this  account  are  the  staffing 
(FTEE)  levels  for  the  Veterans  Benefits  Administration  (VBA)  and, 
while  the  appropriation  will  increase  some  $42.5  million  to  $605.3 
million,  the  overall  staffing  will  decrease  by  266  employees.  It 
is  expected  that  100  FTEE  will  in  fact  be  redirected  within  VBA, 
thus  reducing  only  166  FTEE  during  FY  91.  We  find  this  a  bit 
"iffy"  and  feel  the  total  staffing  loss  will  be  closer  to  266. 

Once  again  we  are  to  believe  that  with  reduced  employment  levels 
VBA  will  improve  the  quality  and  timeliness' of  claims  while  at  the 
same  time  reduce  their  backlog  of  some  600,000  pending  claims. 

The  $1  billion  increase  for  health  care  funding  bringing  with  it 
a  total  request  of  $12.3  billion  to  fund  the  Veterans  Health 
Services  and  Research  Administration  was  the  Administration's  FY 
91  budget  "piece  de  resistance."  How  could  anyone  want  or  expect 
more  in  this  time  of  budget  austerity  and  sequestration.  This 
$12.3  billion  is  hoped  to  "get  grudging  acceptance"  from  the 
veterans  groups  and  as  we  are  not  living  in  Utopia,  how  could 
anyone  meet  all  their  expectations. 

However,  let's  for  a  moment  review  just  where  this  $1  billion 
increase  fits  into  a  budget  process  that  has  not  provided  adequate 
levels  of  funding  for  as  long  as  most  can  remember.  There  is 
currently  a  projected  $250  million  shortfall  for  FY  90  that  will 
have  to  be  absorbed  in  FY  91.  In  addition,  $453  million  will  be 
required  to  meet  increased  payroll  costs  along  with  a  $70  million 
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package  of  pay  reforms  for  health  care  professionals.  There  is 
also  a  proposal  for  $25  million  and  800  staff  positions  for  the 
billing  and  collection  of  third  party  medical  recoveries.  The  VA 
will  also  seek  legislation  that  will  allow  it  to  keep  that  portion 
of  the  money  they  collect  to  recoup  the  cost  of  administering  the 
program.  Another  $8.5  million  and  205  FTEE  will  be  dedicated  in 
the  area  of  quality  assurance.  While  AMVETS  is  in  full  support  of 
this  proposal,  we  must  still  point  out  the  fact  that  this  too  eats 
into  the  FY  91  budget  increase.  Now  using  a  conservative  estimate 
with  respect  to  equipment  backlogs,  we  must  add  another  $500 
million  which  is  a  direct  result  of  the  FY  1989  budget. 

The  Administration's  FY  1991  budget  for  veterans  programs  and 
medical  care  is  in  many  ways  appetizing  however,  the  main  course 
has  already  been  consumed.  This  budget,  even  with  the  $1  billion 
increase,  is  a  bare  bones  budget  and  there  is  nothing  left  over  to 
provide  for  seconds. 

As  you  are  aware.  Madam  Chairperson,  AMVETS,  the  Disabled  American 
Veterans,  Paralyzed  Veterans  of  America,  and  the  Veterans  of 
Foreign  Wars  have  once  again  cooperated  in  an  effort  to  address 
the  needs  of  America's  veterans  — needs  based  on  moral  as  well  as 
legal  obligations  this  nation  has  to  those  men  and  women  who 
answered  duty's  call.  Thus,  for  the  fourth  consecutive  year  we 
have  produced  an  independent  budget  by  veterans,  for  veterans. 
With  the  knowledge  that  each  member  of  this  committee  has  a  copy 
of  that  proposed  budget,  I  wish  to  point  out  that  AMVETS  totally 
supports  the  principles  and  guidelines  used  in  its  formulation. 
We  further  view  the  independent  budget  in  toto  as  a  legitimate 
alternative  to  the  Administration's  proposed  FY  1991  budget.  You 
will  find  those  areas  of  concern  mentioned  herein,  explained  and 
analyzed  in  great  detail  as  well  as  every  aspect  of  the  overall 
budget . 

AMVETS,  as  a  member  of  this  panel,  will  be  commenting  on  that 
portion  of  the  independent  budget  which  pertains  to  the  National 
Cemetery  System. 

The  VSOs  recommend  staffing  of  1,330  FTEEs  for  1991,  an  increase 
of  92  over  the  FY  1990  independent  budget  recommended  level.  An 
additional  $12.4  million  is  recommended  to  alleviate  the  current 
equipment  backlog,  normal  salary  increases,  new  equipment  and 
maintenance  funding. 

In  last  year's  independent  budget,  the  VSOs  observed  that  we  were 
favorably  impressed  with  the  manner  in  which  the  National  Cemetery 
System  (NCS)  is  managed.  We  remain  so.  Given  minimum  budgetary 
support,  there  is  no  doubt  that  NCS  can  do  it's  job  and  do  it  well. 

All  indications,  however,  are  that  Office  of  Management  and  Budget 
(0MB)  is  succeeding  in  destroying  the  effects  of  NCS's  excellent 
management.  The  most  obvious  indicator  is  a  $6  million  equipment 
backlog  that  has  occurred  solely  because  of  "budget 
considerations" . 

When  mowers  or  edgers  wear  out  beyond  economical  repair,  they  must 
be  replaced.  There  is  no  substitute  for  cutting  grass;  without 
equipment,  in  a  short  time,  national  cemeteries  will  look  like 
"Potters  Fields."  The  shortsightedness  and  meanness  of  this 
situation  are  difficult  to  fathom. 

In  past  years,  when  the  National  Park  Service  was  threatened  with 
budget  cuts,  it  would  quickly  demonstrate  their  effects  by  closing 
the  Washington  Monument  to  outraged  tourists.  Here  the  effects  of 
budget  cuts  are  much  more  profound  —  surviving  relatives  of 
deceased  veterans  who  visit  their  graves  see  them  overgrown  and 
neglected.  The  VSOs  want  them  to  know  that  this  is  the  result  of 
a  conscious  budgetary  policy  of  their  Government.  Under  what 
conceivable  system  of  priorities  can  this  be  allowed  to  occur? 
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The  aging  veteran  population  makes  it  obvious  that  there  will  be 
an  increase  in  interments  for  the  foreseeable  future.  Increased 
workloads  will  compound  current  problems.  NCS  needs  additional 
resources  and,  based  on  their  past  performance,  the  VSOs  are 
confident  that  NCS  will  use  them  efficiently. 

VA  plans  phased  development  of  undeveloped  land  in  open  national 
cemeteries  and  some  limited  expansion  of  existing  national 
cemeteries  through  acquisition  of  adjacent  land.  With  20  million 
veterans  expected  to  die  between  now  and  the  year  2020,  the 
acquisition  of  any  surplus  military  space  suitable  for  cemetery 
space  is  encouraged.  VA  is  currently  considering  Ft.  Sheridan, 
Illinois,  which  would  be  a  prime  acquisition  for  the  system. 

The  additional  FTEEs  recommended  by  the  VSOs  will  provide  staffing 
for  two  additional  national  cemeteries,  located  in  Arizona  and 
California,  as  well  as  proposed  staff  for  the  Presidential  Memorial 
Certificate  Program  previously  handled  by  the  Veterans  Benefits 
Administration,  and  generally  increased  workloads. 

The  FY  1991  independent  budget  includes  $16.5  million  in  the 
construction  budget  for  acquisition  of  land  for  new  cemeteries,  and 
for  the  maintenance  and  repair  of  existing  cemeteries. 

The  $6  million  equipment  backlog  should  also  be  addressed.  An 
additional  $6.4  million  is  needed  for  new  equipment  and  maintenance 
funding,  supplies,  and  normal  salary  increases. 

Madam  Chairperson,  this  concludes  my  report. 
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STATEMENT 

prepared  by  the 
NATIONAL  ASSOCUTION  of  PUBLIC  HOSPITALS 
for  the 

HOUSE  BUDGET  COMMITTEE 
TASK  FORCE  on  HUMAN  RESOURCES 

March  13,  1990 


The  National  Assodation  of  Public  Hospitals  (NAPH)  would  like  to  take  this 
opportunity  to  submit  this  statement  to  the  House  Budget  Tadc  Force  on  Human  Resources 
in  connection  with  the  Task  Force's  hearing  on  pediatric  AIDS.  NAPH  consists  of 
approximately  90  public  and  non-profit  hospitals  that  serve  as  major  referral  centers, 
teaching  hospitals,  and  hospitals  of  last  resort  for  the  poor  and  medically  underserved  in 
most  of  our  nation's  largest  metropolitan  areas.  Many  of  NAPH's  hospitals  treat  a 
disproportionate  share  of  persons  with  AIDS  (PWAs),  including  children  with  AIDS.  As  a 
result,  these  hospitals  are  on  the  edge  of  financial  collapse  and  in  desperate  need  of 
inaeased  federal  support 

The  emergence  of  AIDS  as  an  epidemic  in  the  1980$  has  been  paralleled  by  the 
emergence  of  new  and  formidable  treatment  burdens  placed  on  the  U.S.  health  care  system. 
As  the  numbers  of  those  affected  by  this  disease  have  risen,  the  mounting  unreimbursed 
costs  e:q>ended  in  caring  for  patients  with  AIDS  and  HTV  infection  have  become  glaringly 
apparent.  This  is  espeaally  true  with  respect  to  public  hosintals.  AIDS  is  becoming  a 
disease  primarily  of  the  medically  disenfranchised,  including  the  iminsured  and  underinsured. 
Althou^  steps  are  being  taken  to  expand  the  scope  of  services  available  to  persons  afflicted 
with  AIDS  or  HTV  infection,  the  locus  of  care  has  remained,  for  the  most  part,  in  the 
hospital  While  increasing  nimibers  of  hospitals  are  treating  these  patients,  the  very  nature 
of  this  population  dictates  that  the  nation's  public  hospitals  are  the  group  most  likely  to  treat 
this  population. 

Among  the  more  visible  faces  of  the  new  AIDS  population  are  children.  Our 
nation's  safety  net  institutions  are  already  straining  to  meet  the  demands  of  the  AIDS 
epidemic  Not  only  are  pediatric  AIDS  admissions  generally  lengthier  and  costlier  than 
adult  admissions,  they  introduce  a  new  level  of  complexity  with  respect  to  both  medical 
treatment  and  social  policy.  Providers  of  AIDS  services  arc  therefore  in  desperate  need  of 
increased  federal  support,  especially  ^ce  the  caseload  of  AIDS  patients  is  expected  to 
double  in  the  next  year. 

The  time  to  act  is  now.  Systems  of  care  are  about  to  collapse  and  yet  the 
President's  budget  offers  little  assistance.  To  avoid  the  potential  catastrophic  impact  of 
AIDS,  Congress  must  expand  the  Medicaid  program  so  that  providers,  especially  public 
hospitals,  are  adequately  reimbursed  for  delivery  of  AIDS  services.  Specifically,  Congress 
must  authorize  Medicaid  payment  adjustments  for  hospitals  treating  a  disproportionate 
share  of  AIDS  patients.  Medicaid  coverage  of  home  and  community-based  AIDS  services 
must  be  expanded  to  reduce  unnecessary  hospital  admissions  and  to  facilitate  the  discharge 
of  patients  who  no  longer  require  acute  care.  Congress  should  esUblish  a  Medicaid  AIDS 
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prevention  program  wUch  will  pay  for  preventative  drugs,  such  as  AZT,  and  other  outpatient  services  for 
HTV-positive  individuals.  Only  with  these  and  other  measures  mil  our  health  care  system  be  able  to  meet 
the  formidable  challenge  that  the  AIDS  epidemic  poses  in  the  1990s. 


U^.  HOSPITAL  AIDS  SURVEY 

Smce  1986,  the  National  Public  Health  and  Hospital  Institute,  a  research  institute  a£Bliated  with 
NAPH,  has  been  conducting  the  U.S.  Hospital  AIDS  Survey  to  monitor  treatment,  finanring  and  other 
factors  relatiing  to  hospital  care  of  HIV-infected  individuals.  With  the  financial  support  of  the  Robert  Wood 
Johnson  Foundation,  the  initial  Survey  involved  the  465  members  of  NAPH  and  the  Council  of  Teaching 
Hospitals.  Since  then,  the  Survey  has  attracted  additional  support  from  the  CDC,  the  Agency  for  Heal£ 
Care  Policy  and  Research,  and  the  Bureau  of  Maternal  and  Child  Health,  and  has  grown  to  represent  a  1200 
hospital  coalition  of  several  associations,  including  the  National  Association  of  Children's  Hospitals  and 
Related  Institutions,  the  National  Coundl  of  Community  Hospitals,  the  Catholic  Health  Association,  as  well 
as  NAPH  and  the  Council  of  Teaching  Hospitals. 

Set  forth  below  is  a  summary  of  the  1987  Hospital  AIDS  Survey  results.  NAPH  is  also  privileged  to 
present  some  preliminary  findings  of  the  1988  Hospital  AIDS  Survey  based  on  information  provided  by  58 
NAPH  members. 


yy/A  VfiBTati^n  of  Hospital  Serwces 

Most  notable  about  the  results  of  the  1987  Survey  was  the  discovery  that  a  major  concentration  of 
PWAs  are  admitted  m  relatively  few  institutions.  Ten  percent  of  the  hospitals  treated  58%  of  the  patients, 
with  10  hospitals  treating  32%  of  the  PWAs.  In  total,  of  the  322  hospital  responding  to  the  Survey,  276 
reported  tiiat  Uiey  had  treated  at  least  one  AIDS  patient  in  1987.  The  14,145  PWAs  treated  by  tiiese 
hospitals  accounted  for  371,768  mpatient  days  and  22,088  admissions,  and  represented  52%  of  the  27,126 
PWAs  in  the  United  States  estimated  by  the  CDC  to  be  alive  at  any  one  time  during  1987.  These  hospitals 
tend  to  be  large  urban  hospitals  that  are  publicly  owned. 

Similar  utilization  patterns  are  evident  witii  respect  to  the  pediatric  AIDS  population.  Of  the  1,088 
children  with  AIDS  estimated  by  the  CDC  to  be  alive  at  any  time  during  1987,  59%  (640)  were  treated  by 
the  hospitals  participating  in  the  Survey.  Most  of  these  children  (37%)  were  treated  in  public  hospitals. 

The  institutions  treating  AIDS  patients  admitted  an  average  of  51  AIDS  inpatients  per  year  (the 
range  was  from  1  to  799),  and  reported  an  average  of  1.6  admissions  per  patient  per  year.  The  average 
patient  received  26  days  of  inpatient  care,  with  an  average  length  of  stay  of  16.8  days  per  admisdon.  With 
respect  to  outpatient  services,  85  hospitals  identified  treating  7,602  AIDS  outpatients  during  1987,  with  an 
average  of  89  per  hospital  They  accounted  for  61,897  visits,  which  averaged  8.1  visits  per  person  and  728 
visits  per  hospital. 

AlUiough  specific  figures  are  not  yet  available,  the  Survey  indicates  that  patients  utilizing  AIDS  services 
among  these  hospitals  is  not  limited  to  people  with  AIDS.  Patients  v^o  arc  infected  with  the  AIDS  virus, 
but  do  not  manifest  the  symptoms  to  meet  the  CDC  definition  of  AIDS,  also  represent  a  substantial  burden 
on  hospital  services.  Although  HIV-infected  patients  generally  do  not  require  as  many  admissions  as  people 
with  AIDS  require,  the  average  length  of  stay  for  HIV-infected  population  is  only  slightly  less  than  that  (rf  the 
AIDS  patient.  The  Survey  findings  suggest  that  HIV-infected  patients  do  not  need  inpatient  hospital  care  as 
frequently  as  PWAs,  but  that,  once  admitted,  their  iUness  is  suffidentiy  serious  to  require  a  hospital  length  of 
stay  almost  equivalent  to  a  PWA 

AIDS  hospital  utilization  varied  aaoss  regions.  Institutions  in  the  Northeast  reported  treating  the 
greatest  number,  82  patients  per  facility.  Public  hospitals  treated,  on  average,  more  than  twice  as  many 
AIDS  patients  as  private  hospitals  in  1987  (88  and  36,  respectively).  Public  hospitals  in  the  Northeast  treated 
the  greatest  number  per  facility  (164),  followed  by  public  institutions  in  the  South  (90). 
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Turning  to  the  preliminary  1988  Survey  findings,  the  58  NAPH  public  hospitals  reported  treating  almost  7,800 
AIDS  patients  during  1988,  an  average  of  134  per  hospital-  an  increase  of  nearly  fifty  percent  over  1987. 
Average  length  of  stay  was  llS,  and  average  admissions  and  days  per  patient  per  year  of  1.7  and  29J, 
respectively.    Compared  with  the  1987  Survey  results,  this  data  reveals  a  slight  decline  in  average  length  of 
stay,  but  an  inaease  in  total  days  and  admissions  per  patient  Early  indications  suggest  that  much  cA  the 
inCTease  in  these  measures  is  related  to  changes  among  public  institutions  in  the  Northeast.  That  is,  wbilc 
public  hospitals  in  other  parts  of  the  country  are  demonstrating  modest  declines  in  per  patient  utilization, 
facilities  m  the  Northeast  are  reporting  sizable  increases  in  the  number  of  days  an  AIDS  patient  was 
hospitalized  during  1988  and  the  frequency  of  admissions.  In  fact,  average  length  of  stay  increase  as  wcO  in 
this  region. 

These  early  fiiKi;ng<;  suggest  that  the  hospitals  in  the  Midwest,  South,  and  West  continue  to  make  modest 
progress  towards  containing  the  utilization  rates  for  AIDS  patients.  However,  public  hospitals  in  the 
Northeast  continue  to  encounter  the  greatest  burden.  At  least  three  factors  may  be  placing  additional  stress 
on  providers  in  this  region:  a  sicker  patient  population,  a  demographicaOy  poorer  population  with  a  high 
concentration  of  drug  abusers,  and  the  unavailability  of  long-term  care  placements  and  outpatient  resources 
for  AIDS  patients  following  admis^on. 

Demographics 

As  expected,  the  great  majority  (85%)  of  AIDS  patients  fell  within  an  age  range  of  20  to  49  years. 
Children  (ages  0-12)  represented  5%  of  the  patient  population.  Three  percent  were  adolescents  (ages  13- 
19).  Homosexual  individuals  with  AIDS  constituted  the  largest  risk-group  category  of  AIDS  patients  (54%), 
followed  by  heterosexual  drug  users  (27%).  Children  of  risk-group  members  constituted  6%  of  the  PWAs 
reported.  Eighty-five  percent  of  the  population  were  male.  By  race,  46%  were  white,  35%  black,  and  17% 
Hkpanic 

There  were  significant  difi^erences  in  the  race  and  age  proportions  between  re^ons  and  ownership 
categories.  Public  and  private  hospitals  in  the  Northeast  treated  the  lowest  proportion  of  wbilc  AIDS 
patients  of  any  categories  (15%  and  46%,  respectively).  Hospitals  in  the  West  treated  the  lowest  proportion 
(24%)  of  minority  AIDS  patients  of  any  region  or  ownership  group. 

During  1988,  the  majority  of  AIDS  patients  treated  m  NAPH  member  hospitals  were,  like  in  1987, 
between  the  ages  of  20  and  49  (90%)  and  male  (84%).  These  hospitals  also  continue  to  treat  a 
predominantly  minority  population  (63%).  Risk  groups  for  HTV  infection  were  almost  evenly  divided 
between  homosexuals  and  other  categories  of  patients.  When  the  1988  estimates  are  compared  with  1987 
responses,  it  appears  that  the  proportion  of  AIDS  patients  classified  as  homosexual  has  inaeased  (10%). 
And  while  the  total  number  of  heterosexual  drug  users  clearly  increased,  this  group  as  a  proportion  of  Uie 
caseload  in  member  institution  decreased  (10%). 

While  these  results  will  be  examined  further  m  subsequent  analyses,  one  possible  e:q>lanation  for  the 
changes  could  be  that  many  homosexuals  who  has  previously  been  using  private  institutions  under  their 
insurance  policies  or  with  their  own  funds,  have  now  exhausted  their  benefits  and/or  resources.  Many  may 
idso  have  become  sicker.  These  situations,  especially  in  combination,  may  have  required  such  patients  to 
increasingly  rely  on  the  public  system. 

Hospital  Cost  y»d  RcvgoBP 

Hospitals  responding  to  the  1987  Survey  reported  that  Medicaid  was  the  primary  payor  for  44%  of 
all  admissions  and  private  insurers  represented  29%.  "Self-pay"  and  'other,*  categories  that  generally 
represent  uninsured  of  indigent  patients,  accounted  for  23%  of  the  admissions.  Medicare  was  the  payor  for 
2%  of  admissions.  Public  hospitals  admitted  a  significantly  higher  percentage  of  PWAs  whose  payor  source 
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was  Medicud  (52%  of  admissions  to  public  hospitals  vs  31%  of  admissions  to  private  institutions)  and  a 
hi^er  proportion  of  self-pay/other  (31%  vs  13%  for  private  hospitals). 

According  to  the  preliminary  1988  data,  public  hospitals  are  inaeasingly  relying  on  Medicaid  to 
finance  mpatient  care  for  PWAs.  Sixty  percent  of  patients  treated  for  AIDS  m  NAPH  institutions  during 
1988  were  Medicaid  recipients.  This  reflects  an  8%  increase  over  1987.  When  it  is  recognized  that  "self  pay" 
or  'other'  paticnts-who  arc  generally  uninsured  or  indigent-represcnt  26%  of  AIDS  patients  in  these 
hospitals,  and  that  only  8%  of  AIDS  patients  in  these  hospitals  are  privately  insured,  it  is  obvious  that  these 
public  institutions  are  carrying  the  burden  of  treating  low  income  patients  with  AIDS.  The  proportion  of 
Medicare-covered  patients  remains  low. 

For  1987,  mpatient  costs  averaged  $681  per  day  wfaQe  revenues  averaged  80%  of  costs  at  $545  per 
day.  Inpatient  costs  per  patient  per  year  averaged  $17,910,  and  per  admission  costs  were  $11,441.  By 
contrast,  hospital  revenues  averaged  $14,334  per  patient  per  year  and  $9,156  per  admission.  Average  public 
hospital  losses  ($218  per  day)  were  significantly  lugher  than  average  private  institution  losses  ($92  per  day). 
For  public  hospitals,  as  well  as  private  hospitals,  losses  were  signiiicantly  greater  for  AIDS  patients,  at  $136 
per  patient  per  day,  than  losses  for  other  medical/surgical  patients,  at      per  day. 

Outpatient  costs  per  visit  averaged  $237  (charges  =  $287),  y/hjie  revenues,  at  $63  per  visit, 
represented  27%  of  costs.  This  ratio  was  much  lower  than  the  revenue/cost-per-visit  average  for  non-AIDS 
outpatient  services  ($93/$130,  or  72%).  Costs  per  patient  per  year  for  outpatient  services  averaged  $1,943 
and  revenues  were  $517.  Public  hospitals'  average  cost  per  outpatient  >isit  was  significantly  higher  than 
private  hospitals'  average  cost.  Public  hospitals'  average  revenue  per  visit  represented  14%  of  costs, 
compared  with  private  hospitals'  revenues,  wWch  represented  83%  of  costs.  The  resulting  losses  per  visit 
($264  for  public  hospital  visits  and  $94  for  private  hospital  visits)  were  significantly  different 


THE  IMPACT  OP  PEDIATRIC  AIDS 

The  incidence  of  pediatric  AIDS  in  this  country  is  inaeasing  at  an  alarming  rate,  from  182  cases  in 
1985  to  1,298  in  1988,  according  to  CDC.  Indeed,  AIDS  is  now  the  leading  cause  of  death  for  children  in 
New  York  City  between  the  ages  of  one  and  four.  It  is  therefore  not  surprising  that  hospitalizations  of 
children  with  AIDS  is  on  the  rise.  This  trend  could  be  very  problematic  for  hospitals  since  pediatric  AIDS 
admissions  tend  to  be  lengthier  and  more  frequent  than  adult  AIDS.  According  to  the  1987  Hospital  Survey, 
5%  of  hospitalized  PWAs  in  1987  were  pediatric  cases  even  though  children  comprised  only  2%  of  the  total 
number  of  CDC-reported  AIDS  cases  for  that  year. 

To  illustrate,  NAPH  studied  pediatric  AIDS  utilization  characteristics  m  four  New  York  Qty  public 
hospitals  in  1987.  The  study  revealed  an  average  length  of  stay  of  52.7  days  in  these  four  hospitals.  Tliis  is 
more  than  double  the  length  of  stay  for  total  AIDS  patients  in  the  public  hospitals  (20.8  days),  and  more 
than  triple  the  average  length  of  stay  for  PWAs  in  all  hospitals  (16.8  days).  Similarly,  pediatric  AIDS 
patients  averaged  65.4  hospital  days  per  year  compared  to  31.4  days  per  year  for  total  AIDS  patients  in  public 
hospitals  and  263  days  per  year  for  all  hospitals. 

One  of  the  reasons  for  increased  hospitalization  of  children  with  AIDS  relates  to  the  problem  of 
"boarder  babies'.  These  children  are  gencralfy  bom  into  unstable  families  that  have  a  history  of  substance 
abuse  and  very  little  ability  to  care  for  a  sick  child  at  home.  Often  there  is  no  father,  and  the  mother  is  too 
ID  to  care  for  the  chDd.  As  a  result,  these  children  are  abandoned  at  the  hospital,  where  they  remain  until 
they  are  placed  bto  foster  care. 

One  of  NAPITs  member  hospitals,  Jackson  Memorial  Hospital  in  Miami,  has  had  a  particularly 
difficult  experience  with  boarder  babies.  Many  of  Jackson  Memorial's  newborn  AIDS  patients  are  Haitians 
who  were  abandoned  while  their  infected  mothers  returned  to  their  homeland  and  died.  These  children  are 
not  easily  placed  m  foster  homes  resulting  in  lengthy  admissions.  The  four  public  hospitals  in  New  York  City 
also  have  cared  for  numerous  boarder  babies.  In  1987,  not  one  of  these  hospitals  was  aUe  to  discharge  an 
mfant  directly  into  foster  care. 
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Naturally,  increased  hospitalizations  for  children  with  AIDS  has  caused  increased  hospital  e]q>enses. 
Many  of  these  children  come  from  low-income  families  that  are  uninsured,  underinsured  or  dependent  on 
Medicaid.  The  financial  viability  of  providing  inpatient  services  to  this  population  therefore  depends  directly 
on  the  scope  and  extent  of  government  reimbursement  programs,  especially  the  Medicaid  program.  Eighty- 
eight  percent  of  the  pediatric  AIDS  admissions  in  the  four  New  York  Gty  public  hospitals  surveyed  by 
NAPH  were  covered  by  Medicaid.   This  is  well  above  the  nation^  average  of  52%  for  public  hospital 
admissions  of  the  general  AIDS  population  according  to  the  1987  Hospital  Survey. 

LEGBLATIVE  RECOMMENDATIONS 

Public  hospitals  in  this  country  clearly  continue  to  bear  an  increasing  burden  of  AIDS  patients,  with 
the  vast  majority  of  these  often  tragically  ill  patients  requiring  public  sector  support  The  growing  incidence 
of  pediatric  AIDS  cases  is  exacerbating  this  urgent  situation.  While  many  facilities  appear  to  be  avoiding 
major  increases  in  utilization— at  least  for  now— hospitals  in  the  Northeast  continue  to  struggle  with  a  rising 
demand  for  inpatient  beds.  Institutions  in  the  South,  on  the  other  hand,  are  receiving  minimal 
reimbursement  for  AIDS  services,  and  consequently  suffering  enormous  financial  losses.  To  address  these 
urgent  issues,  NAPH  urges  Congress  to  consider  the  following  recommendations. 

L  The  Me<Bcad  inpatient  adjustment  rate  for  patients  with  AIDS  and  for  HIV-pontivp-  indivirfnak 
«hoold  be  incryA«^  fnr  hnspf ak  serviny  a  dkpmpnrtionate  nimiher  frf  AIDS  patients.  It  is  absolutely 
essential  that  hospitals  serving  a  disproportionate  share  of  the  AIDS  population  receive  an  upward 
adjustment  of  Medicaid  reimbursement  for  AIDS  services.  These  hospitals  are  straining  from  lengthy  and 
expensive  admissions  of  patients  who  are  HTV  positive,  not  merely  from  treating  those  with  full-blown  AIDS. 
Accordingly,  the  adjustment  should  apply  to  admissions  of  any  HIV-infected  individual  This  e^qpansion  of 
inpatient  services  covered  imder  Medicaid  should  be  mandatory. 

2.  Medicaid  reimbursement  for  outpatient  services  must  approiimate  treatment  cost  and  outpatient 
therapies  such  as  A2T  and  aerosol  PCTtamidinr.  should  qualify  for  mandatory  Me&aid  corcrape.  To 
provide  appropriate  care  to  the  growing  population  of  AIDS  and  HIV-positive  patients,  it  is  de-ar  that  we 
must  shift  the  locus  of  care  away  from  the  inpatient  bed  to  the  outpatient  and  community  settings.  Ejsperts 
agree  that  both  patients  and  providers  would  benefit  from  such  a  shift.  In  many  states  with  comparatively 
broader  Medicaid  programs,  hospitals  may  receive  higher  reimbursement  for  mpatient  care  than  for 
outpatient  care.  Unless  Medicaid  payment  for  outpatient  services  is  adjusted  to  more  nearly  approximate 
treatment  costs,  hospitals  may  have  little  incentive  to  develop  outpatient  AIDS  clinics.  Outpatient  therapies, 
especially  AZT  and  aerosolized  pentamidine,  should  qualify  for  mandatory  Medicaid  coverage. 

3.  The  federal  prverament  should  take  a  more  active  role  in  proviang  incentives  to  the  states  to 
develop  odpalient  and  communitv^wsed  trr^t^r"*  programs.  The  federal  government  should  take  a  more 
active  role  in  identifying  and  encouraging  communities  to  adopt  non-hospital-focused  AIDS  treatment 
programs.  We  recommend  that  a  national  study  be  conducted  to  assess  the  need  for  and  success  of  non- 
hospital  based  AIDS  services  providers,  especially  as  drug-related  care  assumes  increasing  importance.  To 
further  encourage  the  development  of  community:based  programs,  we  also  recommend  the  relaxation  of  the 
Medicaid  Home  and  Commimity^Based  Waiver  requirements. 

There  are  other  desperately  needed  e:q>ansions  of  the  Medicaid  program  that  would  go  a  long  way  in 
alleviating  the  burden  of  these  disproportionate  share  AIDS  hospitals.  NAPH  therefore  makes  the  following 
additional  recommendations: 

•  The  protection  of  the  voluntary  contributions  program  and  provider-specific  taxes  as  funding 
sources  under  Medicaid; 

•  The  enactment  of  a  minimum  adjustment  for  disproportionate  share  hospitals; 

•  The  inaease  of  Medicaid  payments  for  capital  costs; 

•  The  federalization  of  the  Medicaid  program; 

•  The  coverage  of  substance  abuse  treatment  under  Medicaid,  and 
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•         Broader  coverage  for  pregnant  women  and  children. 

In  dosing,  NAPH  believes  that  it  is  time  to  recognize  that  AIDS  is  now  a  munstream  issue  for  all 
Americans,  and  an  all-consuming  issue  for  public  hospitals  vho  treat  the  majority  of  the  patients  infected 
with  tlus  tragic  disease.  It  was  once  necessary  to  distinguish  AIDS  from  other  health  care  issues  in  order  to 
properly  focus  public  attention  on  the  gross  deficiencies  in  our  system  for  treating  PWAs.  However,  now  as 
we  struggle  to  improve  the  treatment  of  AIDS,  it  is  clear  that  we  can  no  longer  isolate  the  problems  of 
confronting  AIDS  from  the  more  general,  and  significant,  problems  posed  for  our  health  care  system  by  the 
medically  disenfranchised.  We  must  therefore  direct  reforms,  rendered  urgent  by  the  advent  of  AIDS  and 
HTV  infection,  to  the  overall  VS.  health  care  system,  not  merely  to  the  disease  itself. 
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*  WASHINGTON  OFFICE  ♦  1608  "K"  STREET.  N.W   *  WASHINGTON.  D  C  20006  * 

(202)  861-2700  ♦ 


For  Cod  and  Country 


March  21.  1990 


Representative  Barbara  Boxer,  Chair 
House  Budget  Committee  Task  Force 

on  Human  Resources 
Room  207,  Annex  #1 
Washington,  DC  02515 

Dear  Madame  Chair: 

I  wish  to  take  this  opportunity  to  thank  you  again  for  allowing  The 
American  Legion  to  present  its  views  on  an  adequate  VA  budget  for  Fiscal  Year 


It's  obvious  that  you  are.  concerned  over  budgetary  shortages  affecting 
several  federal  health  care  operations.  We  certainly  agree  that  budgetary 
restrictions  have  profoundly  affected  VA  medicine  in  recent  years.  As 
mentioned  in  our  statement  during  the  March  13  hearing,  ¥Q  urge  you  and  your 
colleagues  to  evaluate  VA's  medical  budgetary  needs  based  upon  a  recognition 
of  the  Department's  health  care  delivery  system  as  a  national  resource  . 

We  also  urge  you  to  seriously  consider  VA's  involvement  in  various 
national  research  and  treatment  activities,  including  its  excellent  work  to 
address  the  problems  of  the  AIDS  epidemic  and  geriatric  disorders.  The 
Department's  efforts  to  deal  with  the  AIDS  crisis  are  clearly  and  concisely 
explained  in  a  March  9  letter  from  House  Veterans  Affairs  Committee  Chairman 
Sonny  Montgomery  to  House  Budget  Committee  Chairman  Leon  Panetta.  A  copy 
of  that  letter  is  enclosed. 

Madame  Chair,  as  you  see,  the  matters  discussed  in  Chairman  Montgomery's 
letter  are  virtually  the  same  as  those  discussed  at  your  March  13  Task  Force 
hearing.  In  view  of  these  consistencies,  we  request  that  Chairman  Montgomery's 
letter  be  included  as  part  of  the  official  hearing  record. 

Your  attention  to  and  compliance  with  this  request  are  deeply  appreciated. 


1991. 


Sincerely, 


E.  Philip  Riggin,  Director 
National  Legislative  Commission 


Enclosure 
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■0«E«T  C  SMint  NtW  HAMPSM 


Honorable  Leon  Panetta 
Chairman 

Committee  on  the  Budget 

U.S.  House  of  Representatives 

Washington,  DC  20515 

Dear  Leon: 

As  a  followup  to  our  conversation  on  Wednesday  concerning 
funding  for  the  research,  program  of  the  Department  of  Veterans 
Affairs  (VA)  and  the  impact  of  AIDS  on  the  VA  medical  care 
account,  I  have  put  together  the  following  information  to  briefly 
describe  the  situation. 

VA-supported  medical  research  has  benefited  not  only 
veterans,  but  the  entire  population.     The  VA  medical  research 
program  began  near  the  end  of  World  War  II,  when  there  was  an 
immediate  need  to  find  new  and  improved  prostheses  for  GI 
amputees.     VA-developed  techniques  for  casting,  fitting  and 
aligning  artificial  limbs  are  now  the  standard,  not  only  in  this 
country  but  throughout  most  of  the  world. 

Examples  of  other  innovative  research  soon  followed.  For 
example,  prospective,  randomized  clinical  research  trials  in 
medicine  were  conducted  by_the  VA  in  194  6;  these  trials  are  now 
considered  the  standard  method  for  conducting  research  on  human 
subjects.    The  VA  also  pioneered  the  surgical  transplantation  of 
kidneys  and,  subsequently,  livers,  using  chemical  agents  to 
suppress  the  rejection  of  transplanted  organs.     The  VA  has 
developed,  tested  and  implemented  Geriatric  Evaluation  Units 
(GEU)  which  have  lowered  mortality  rates  and  reduced  nursing  home 
admissions  when  compared  with  standard  care.     VA  developed  the 
cure  for  tuberculosis,  substantially  contributed  to  the 
development  of  CAT  scans,  pacemakers,  kidney  dialysis  techniques, 
and  many  other  discoveries  related  to  current  needs  of  the  day. 
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At  the  Palo  Alto,  California,  VA  Medical  Center  alone,  a 
budget  of  only  $9  million  supports  critical  research  in 
fundamental  immunology  related  to  cancer  treatments,  viral 
diseases  especially  viral  diarrhea  which  kills  more  children 
worldwide  than  any  other  disease  entity,  and  schizophrenia  which 
is  responsible  for  the  majority  of  VA  hospital  days  of  mental 
health  care. 

Today,  the  VA  is  continuing  its  contributions  to  health 
research  in  such  areas  as  Acquired  Immune  Deficiency  Syndrome 
(AIDS).     The  VA's  AIDS  and  AIDS  Related  Complex  (ARC)  caseload 
was  approximately  7,3  00  patients  in  fiscal  year  1989,  over  7 
percent  of  the  nation's  total  reported  AIDS  and  ARC  caseload. 
The  VA  has  about  9  percent  of  all  new  AIDS  cases  in  the  nation. 
Kew  findings  in  drug  therapy  and  treatment  will  increase  future 
patient  volume  as  well  as  costs. 

To  meet  this  need,  AIDS  Clinical  Units  have  been  established 
in  the  New  Yor)c,  Miami,  West  Los  Angeles  and  San  Francisco 
Medical  Centers,  where  about  25  percent  of  all  VA  AIDS  patients 
are  treated.     The  Department  estimates  that  approximately  $164.9 
million  dollars  will  be  spent  to  provide  care  to  AIDS  patients  in 
the  current  fiscal  year  in  the  VA.     This  amount  is  expected  to 
climb  to. $215  million  in  1991.     In  addition,  AIDS  Research 
Centers  have  been  established  at  Baltimore,  Durham,  San  Diego, 
New  York,  Houston  and  San  Francisco  VAMCs.     Over  the  next  three 
years,  more  than  $20  million  will  be  allocated  to  cover  both  the 
seed  money  to  operate  the  centers  and  the  funds  to  conduct 
research.     It  is  important  to  note  that  all  of  these  AIDS 
treatment  and  research  funds  have  been  absorbed  from  the  annual 
VA  medical  care  appropriation.     No  additional  funds  from  the 
special  AIDS  initiatives  funded  by  the  Congress  have  been 
allocated  to  VA  uses. 

Unfortunately,  the  VA's  medical  care  and  research  budget  has 
not  kept  pace  with  other  federal  health  programs.     The  budget  for 
the  National  Institutes  of  Health  has  increased  over  100  percent 
in  the  last  ten. years,  while  the  VA  research  budget  has  increased 
only  51  percent.    At  our  budget  hearings  last  month,  the 
President  of  the  Baylor  College  of  Medicine,  Dr.  William  T. 
Butler,  testified  that  between  1979  and  1987,  community  hospital 
costs  increased  22  percent  adjusted  for  inflation,  whereas  total 
cost  per  case  in  the  VA  decreased  15  percent.  He  also  testified 
that  over  the  past  12  years  VA  medical  care  expenditures  have 
increased  125  percent,  while  DOD  medical  care  expenditures 
increased  by  260  percent  and  Medicare  expenditures  increased  by 
338  percent. 
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This  glum  picture  is  made  worse  by  the  fact  that  years  of 
absorption  of  pay  raises  and  OMB-imposed  funding  cuts  have  eroded 
the  resource  base  for  VA  medical  care  and  research.  Most 
research  projects  require  years  for  completion  and  are  funded 
with  commitments  of  three  years  or  longer;  thus,  fewer  and  fewer 
new  projects  have  been  funded  over  the  years,  from  61  percent  of 
proposals  which  passed  peer  merit  review  in  1984  to  only  36 
percent  in  1989.     The  medical  research  community  and  veterans 
service  organizations  recommended  an  addition  of  $56  million  to 
the  President's  proposed  fiscal  year  1991  budget.     The  Committee 
on  Veterans  Affairs  has  recommended  an  addition  of  $40  million 
which  would  bring  the  research  budget  to  approximately  the  fiscal 
year  1988  level  atter  accounting  for  the  effects  of  inflation. 

Leon,  investing  in  VA  health  care  and  research  is  not  just 
going  to  help  veterans,   it's  going  to  help  all  Americans  and 
people  throughout  the  world.     For  your  information,  I  am 
enclosing  a  piece  which  recently  appeared  in  the  Journal  of  the 
;.rsociation  of  American  Medical  Colleges  on  this  very  topic. 


X.'V.  (SONNY)  MONTGOMERY 
Chairman 


BCC:     Mr.  Philip  Riggini 
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MERICAN  MEDICAL 

National  Policy  Perspectives 

VA  Research:  What  the  Public  Doesn't  Know 


America's  impression  of  VA  health  care  is  understandably 
incomplete.  The  Department  of  Veterans  Affairs  (formerly 
the  Veterans  Administration)  and  the  medical  community 
in  general  simply  do  not  do  enough  to  publicize  the 
magnificent  work  of  VA  scientists  and  researchers. 

When  Americans  think  of  the  VA,  they  think  of  sick 
and  disabled  veterans,  not  test  tubes,  breakthroughs,  and 
medical  advances.  The  public  knows  little  of  what  has 
emerged  from  behind  the  laboratory  doors  of  our  veterans' 
medical  facilities  across  the  country  and  how  profoundly  it 
has  affected  the  quality  of  life  on  the  planet 

The  reasons  for  this  oversight  are  difficult  to  pinpoint 
Perhaps  it  is  because  medical  investigators  cloak  their 
findings  until  they  are  published  -in  reputable  medical 
journals  neither  available  to  nor  read  by  the  masses. 
Perhaps  by  the  time  a  breakthrough  reaches  the  media 
mainstream,  it  is  anticlimactic.  Though  there  may  be 
scattered  and  brief  media  coverage,  VA  research  news  is 
generally  contained  within  the  scientific  community. 
Further,  the  nature  of  science  itself  is  at  fault.  Advances 
usually  come  in  modest  increments,  a  mostly  tedious 
though  fruitful  process  that  can  weaken  considerably  the 
impact  of  an  ultimate  discovery. 

Yet  another  possible  element  in  causing  VA  medica] 
advances  to  go  relatively  unheralded  is  the  sweeping  (and 
utterly  incorrect)  image  of  the  VA  held  by  those,  Including 
the  media,  who  know  little  of  its  responsibilities  or  who 
choose  to  ignore  them— the  image  of  an  enormous,  cold 
bureaucracy  carrying  out  its  mandate  within  routine 
parameters.  No  impression  could  be  farther  from  the  truth. 

Whatever  the  reasons,  recognition  of  VA  efforts  in 
medical  research  must  increase  or  the  research  program 
itself  cannot  be  maintained.  Adequate  funding  hinges  con- 
siderably on  the  VA's  ability  to  make  its  accomplishments 
known  and  to  foster  an  understanding  among  the  citizenry 
that  its  research  affects  all  Americans,  veterans  and  non- 
veterans  alike. 

The  department  receives  approximately  $200  million  in 
direct  appropriations  annually  for  medical  and  prosthetic 
research.  There  are  now  more  than  10,5(X)  research  projects 
being  conducted  by  almost  BfiOO  medical  investigators  in 
VA  facilities  across  the  country.  These  scientists  are  seeking 
medical  advances  that  will  benefit  not  only  veterans  but  all 
mankind. 

The  cure  for  tuberculosis,  the  discovery  of  aspirin's 
effectiveness  in  combating  heart  disease,  the  development  of 
the  CAT  scan,  the  pacemaker,  kidney  and  home  dialysis 
techniques,  and  a  vaccine  for  hepatitis  are  just  a  few  of  the 
remarkable  results  of  VA  research  Further,  the  department 
is  second  only  to  the  National  Institutes  of  Health  in  the 
magnitude  of  AIDS  research  it  conducts  and  in  investigatins 


those  ailments  that  affect  the  elderly,  such  as  Alzheimer's 
disease. 

The  need  to  find  new  and  improved  prostheses  for  World 
War  II  soldier  amputees  in  1944  and  1945  launched  the 
Veterans  Administration  medical  research  program.  General 
Omar  Bradley,  who  was  appointed  Administrator  of  Veterans 
Affairs  in  November  1945,  established  the  VA  Prosthetic 
Appliance  Service.  Little  research  had  been  done  in  prosthet- 
ics for  50  years  prior  to  the  war.  Prosthetic  devices  were 
crude,  made  of  leather  and  wood.  Only  a  few  companies 
manufactured  them,  and  a  price-fixing  ring  kept  prices 
artificially  high  until  the  companies  responsible  were 
indicted  for  violations  of  the  Sherman  Antitrust  Act  VA- 
developed  techniques  for  casting,  fitting,  and  aligning 
artificial  limbs  are  now  the  standard,  not  only  in  this 
country  but  throughout  most  of  the  world. 

Prospective,  randomized  clinical  research  trials  in  this 
coimtry  were  begun  by  the  VA  in  1946.  These  trials  are  now 
considered  the  standard  method  for  conducting  research  on 
human  subjects. 

Other  VA  research  contributions  include: 

•  the  surgical  transplantation  of  kidneys,  and  subse- 
quently livers,  using  chemical  agents  to  suppress  the 
rejection  of  transplanted  organs; 

•  the  first  spinal-cord-injury  treatment  center  and 
development  of  original  SCI  treatment  techniques; 

•  development  of  an  implantable  computer-driven  system 
of  functional  neuromuscular  stimulation  that  allows  para- 
plegics to  have  function  restored  in  upper  limbs  to  enable 
them  to  grasp  and  lift; 

•  the  Seattle  foot,  which  permits  amputees  to  jog,  play 
Softball,  play  racquetball,  and  engage  in  other  activities; 

•  development  of  a  drug  treatment  regimen  that  has 
enabled  many  schizophrenics  to  leave  the  hospital  and  to 
function  in  the  community; 

•  long  canes  for  the  blind  that  are  used  all  over  the 
world; 

•  development  of  talking  computers  for  use  by  the  blind; 

•  ALEXIS™,  an  omnidirectional  wheelchair; 

•  Unistick  vehicle  controller,  which  permits  quadripleg- 
ics to  operate  automobUes; 

•  a  wheelchair  workplace  in  which  a  robotic  arm  is 
programmed  to  answer  or  dial  a  telephone,  fetch  and  replace 
books  from  a  shelf,  and  operate  a  typewriter  or  small 
computer; 

•  computer-based  back  analysis  that  can  be  used  to 
diagnose  back  muscle  dysfunction  and  to  prescribe  a 
therapeutic  exercise  regimen;  and 

•  seminal  studies  that  showed  that  controlling  hyper- 
tension can  prevent  kidney  failure,  strokes,  and  vision  loss. 
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The  1977  Nobel  prize  for  medidBe  was  shared  by  two 
VA  scientists,  Dr.  Rosalyn  S.  Yalow  of  the  Bronx  VA 
Medical  Center,  for  her  work  with  radioisotopes,  and  Dr. 
Andrew  V.  Schally  of  the  New  Orleans  VA  Medical  Center, 
for  his  work  on  the  endocrine  eystem. 

Two  fundamental  ideas  are  the  beisis  of  our  national 
health  care  program  for  veterans:  that  veterans  will  have 
an  independent,  comprehensive  medical  care  system;  and 
that  it  must  deliver  quality  health  care.  Fundamental  to 
quality  heedth  care  is,  of  course,  a  good  research  program, 
because  it  provides  new  knowledge.  Besides  the  knowledge 
we  gain,  a  quality  research  program  is  also  important  in 
recruiting  and  retaining  doctors  and  other  health  care  staff. 
By  attracting  new  researchers,  the  VA  improves  the  caUber 
of  direct  patient  care. 

Unfortunately,  the  VA's  research  budget  has  not  kept 
pace  with  other  federal  rescEurch  programs.  The  budget  for 
the  Nation  pJ  Institutes  of  Health  has  increased  100%  in  the 
last  ten  ye^  j,  while  the  VA  research  budget  has  increased 


only  51%.  The  budget  foi-  the  National  Science  Foundation 
increased  14%  just  in  the  last  year— from  fiscal  year  1989  to 
fiscal  year  1990.  Therein  lies  the  greatest  reason  for 
increasing  pubUcity  for  VA  research  efforts. 

It  is  time  that  Americans  took  notice  of  and  pride  in  the 
achievements  of  VA  medical  research.  In  order  for  this  to 
happen,  however,  the  VA  itself  must  take  the  lead  in 
making  the  accomnlifihments  of  its  researchers  known.  Not 
only  does  the  future  of  its  research  program  depend  heavily 
on  this  initiative,  so  too  does  the  availability  of  adequate 
medical  resources  as  the  aging  veteran  population  increases 
and  the  demand  for  VA  medical  care  continues  to  rise 
dramaticfdly. 

G.  V.  "Soany"  Montgomery 


Representative  Montgomery  (D-MS)  has  represented  Mississippi's 
TTiird  District  since  1967  emd  serves  as  chairman  of  the  House  of 
Representatives  Committee  on  VetcrtLns'  AiTairs. 


Repnntcd  with  pennixskHi  of  ACADEMIC  MEDICINE 


28-533  0-90-7 
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STATEMEFTT 
of  the 

AMERICAN  MEDICAL  ASSOCIATION 
to  the 

HUMAN  RESOURCES  TASK  FORCE 

of  the 

BUDGET  COMMITTEE 
UNITED  STATES  HOUSE  OF  REPRESENTATIVES 

RE:    Medicare  and  the  Fiscal  Year  1991  Federal  Budget 

March  13,  1990 

Ms.  Chairwoman  and  Members  of  the  Task  Force: 

The  American  Medical  Association  is  pleased  to  have  this  opportunity 
to  present  a  statement  regarding  the  Administration's  very  serious 
proposals  to  cut  up  to  $5.5  billion  from  the  projected  Medicare  budget 
for  fiscal  year  1991. 

The  AMA  recognizes  the  necessity  for  the  Congress  to  work  to  achieve 
the^goal  of  a  balanced  federal  budget  and  to  meet  reconciliation  targets 
assigned  by  previous  budget  resolutions.    As  you  know,  the  Medicare 
program  has  presented  the  Congress  with  many  difficult  decisions  over  the 
years,  and  has  suffered  massive  cuts  since  the  inception  and  continued 
use  of  reconciliation  during  the  decade  of  the  'SOs. 
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The  Administration's  proposed  fiscal  year  '91  savings,  which  come  in 
the  wake  of  the  sweeping  physician  payment  reforms  enacted  only  three 
months  ago,  are  not  a  solution  to  the  high  costs  of  health  care.  The 
proposed  savings  are  not  the  product  of  a  reasoned  and  deliberative 
analysis  of  how  to  provide  better  and  more  efficient  health  care  to  the 
nation's  elderly  and  disabled.    Rather,  they  are  the  result  of  arbitrary 
attempts  to  find  savings  no  matter  how  great  the  cost. 

This  short-sighted  approach,  which  may  produce  some  immediate 
savings,  threatens  to  undermine  the  physician  payment  reforms  of  OBRA-89, 
jeopardize  the  availability  of  quality  health  care  for  Medicare 
beneficiaries  and  overwhelm  the  physician  community  that  is  attempting  to 
practice  medicine  while  accommodating  the  massive  payment  and  practice 
reforms  just  adopted. 

The  plight  of  physicians  in  today's  budget-driven  environment  is 

aptly  illustrated  by  the  trilogy  of  articles  published  recently  in  The 

New  York  Times.    Bearing  titles  such  as  "Changes  in  Medicine  Bring  Pain 

to  Healing  Profession"  and  "Practice  of  Medicine  is  Undergoing  Change, 

Demoralizing  Doctors,"  the  message  is  clear:    physicians  are  reeling  from 

the  inordinate  payment  and  practice  changes  of  the  1980s.    As  one  of  the 

articles  explained,  the 

feeling  of  being  shackled  by  rules  and  overseers 
is  nearly  tmiversal  among  doctors  today,  experts 
inside  and  outside  the  profession  say.  Doctors 
say  they  are  overwhelmed  by  paperwork,  prohibited 
by  insurance  companies  from  doing  procedures  and 
subjected  to  scrutiny  by  group  employers  like 
health  maintenance  organizations  that  can  even 
include  scheduling  of  restroom  breaks. 
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As  a  result  of  these  factors,  the  practice  of  medicine  as  ve  have 
known  it  is  beginning  to  disappear.    Physicians  are  abandoning 
self-employment  for  salaried  positions  that  spare  them  the  burdens  of 
start-up  costs  and  office  administration  and  the  long  hours  associated 
with  private  practice.    This  trend  is  especially  disturbing  for  the 
underserved  sector  of  the  country,  nearly  three-fourths  of  which  is 
comprised  of  rural  areas. 

Some  physicians  are  forfeiting  the  practice  of  medicine  altogether, 
and  young  Americeuis,  da\inted  by  the  inordinate  burdens  of  practicing 
medicine  in  today's  environment,  are  rejecting  medicine  as  a  career 
choice.    In  fact,  medical  school  applications  have  decreased  25%  over  the 
past  five  years.    Physicians'  concerns  about  professional  liability 
issues  and  six-figure  liability  premiimis  go  Ignored,  and  Medicare 
rewrites  the  rule  book  every  year. 

As  noted  by  Dr.  William  Roper  (former  Administrator  of  the  Health 
Care  Financing  Administration,  former  Domestic  Policy  Advisor  to  the 
President  and  now  Director  of  the  Centers  for  Disease  Control),  the 
"growing  disenchantment  of  the  average  doctor"  is  disturbing.    To  quote 
Dr.  Roper,  we  should  not  treat  doctors  "as  if  we  can  abuse  them  and  think 
we  have  lost  nothing  by  it.    I  fear  that  the^ loss  of  faith  by  doctors 
will  make  them  less  caring  and  compassionate." 

What  is  the  relevance  of  all  this  to  the  budgetnnaking  process?  It 
is  not  to  say  that  budget  savings  are  unnecessary  or  impossible.    It  is, 
however,  the  very  relevant  backdrop  for  budget  deliberations.  We 
recognize,  and  the  medical  community  recognizes,  your  need  to  find  ways 
to  curtail  the  escalating  federal  debt.    We  urge  you,  however,  to  proceed 
cautiously  In  imposing  additional  cuts  and  changes  at  a  time  when 
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Medicare  and  the  physicians  that  service  the  program  are  struggling  to 
acconmodate  radical  budget  cuts  and  practice  reforms. 

The  AMA  is  not  alone  in  these  concerns.    On  February  20,  1990,  the 
AMA  and  32  specialty  societies  published  in  The  Washington  Post  "A 
Message  to  Congress  on  Medicare"  expressing  grave  concern  over  the  impact 
of  further  cuts  on  the  Medicare  program  and  its  beneficiaries  (attached 
as  Appendix  I).    Again,  we  urge  you  to  proceed  cautiously  in  imposing 
further  cuts  on  this  beleaguered  program.    We  also  urge  you,  in 
evaluating  the  Administration's  proposed  cuts,  to  consider  the  following 
three  points. 

MEDICARE  HAS  HISTORICALLY  BEEN  SUBJECTED  TO  A  MASSIVE  SHARE  OF  FEDERAL 
BUDGET  CUTS 

The  Medicare  program  has  been  subjected  to  over  a  decade  of  major 
f\mding  cuts.    Each  major  budget  reconciliation  bill  has  drastically 
reduced  Medicare  funding,  as  illustrated  by  the  following  table. 


FISCAL  YEAR  MEDICARE  SAVINGS  (BILLIONS) 


OBRA-82 

1982 

$3.2 

TEFRA 

1983 

$13.3  (over  3  years) 

DEFRA 

1984 

$6.1 

COBRA 

1986 

$4.3  (over  3  years) 

OBRA-86 

1987 

$3.0 

OBRA-87 

1988  &  ?9 

$5.9 

TOTAL 

$35.8 
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Additional  cuts  in  fiscal  year  '91  will  only  exacerbate  the  inequity  of 
Medicare  shouldering  such  a  massive  share  of  federal  budget  cuts.  Absent 
a  determination  to  apply  an  across-the-board  approach  to  freeze  all 
federal  spending,  we  cannot  endorse  further  Medicare  cuts. 

PART  B  OF  MEDICARE  HAS  HISTORICALLY  BORNE  A  DISPROPORTIONATE  SHARE  OF 
MEDICARE  FUNDING  CUTS 

We  challenge  the  erroneous  assertions  of  the  press  and  public  that 
physicians  have  been  relatively  insulated  from  past  budget  cuts. 
Contrary  to  press  statements  that  Part  B  is  "the  only  place  that  hasn't 
experienced  the  crxmch,"  the  reality  is  that  Part  B  has  been  subjected  to 
significant  cuts  in  the  form  of  freezes  and  budget  reductions.     In  fact, 
relative  to  respective  program  sizes,  Part  B  has  absorbed  a 
disproportionate  share  of  the  total  cuts  made  in  the  Medicare  prnprawi. 

That  Part  B  has  a  long  history  of  budget  cuts  is  borne  out  by  the 
following  facts: 

•  Medicare  reimbursement  and  fees  were  frozen  for  most  physicians 
for  40  months  from  July  1983  to  1987; 

•  Medicare  reimbursement  for  selected  procedures  was  cut 
across-the-board  by  a  total  of  12X  in  1987  and  1988,  and  special 
limits  were  imposed  on  physician  fees  for^hese  procedures; 

•  The  Medicare  allowed  amotmt  for  an  office  visit  is  only  79X  of 
the  amotmt  actually  billed  by  physicians  to  other  patients 
(according  to  our  1989  survey);  and 

•  Physicians  presently  are  the  only  profession  subject  to  federal 
price  controls,  the  maximum  allowable  actual  charge  program. 

Both  Part  A  and  Part  B  were  cut  substantially  by  the  successive 

budget  reconciliation  bills  enacted  during  the  1980s.     (A  summary  of 

recent  actions  limiting  physician  reimbursement  and  charges  is  attached 
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as  Appendix  II.)    The  sum  of  the  budget  savings  estimated  by  HCFA  for  ORA 
(1980),  OERA-81,  TEFRA,  DEFRA,  COBRA,  and  OBRA-86  is  approximately  $18.2 
billion  for  Part  A  and  $13.4  billion  for  Part  B  (United  States  General 
Accounting  Office,  1988).*    This  represents  a  6.9%  reduction  in 
cianulative  Part  A  outlays  and  a  10.9%  reduction  in  cijmulative  Part  B 
outlays.    Thus,  relative  to  the  respective  program  sizes.  Part  B  was  cut 
about  one  and  one-half  times  more  than  Part  A. 

In  fact,  recent  data  obtained  from  HCFA  show  that^  during  the  period 
from  1986  to  1989 ^  the  rate  of  increase  of  actual  Medicare  cash 
disbursements  for  physician  services  has  been  cut  in  half.    The  same  is 
true  for  total  Part  B  disbursements  during  that  period.    By  contrast, 
total  Part  A  disbursements  accelerated  during  this  period  and,  for  the 
first  time  in  a  decade,  the  Part  A  expenditure  growth  rate  for  1989 
exceeded  the  Part  B  rate  (see  Appendix  III). 

Nevertheless,  in  a  $96  billion  program,  some  savings  can  be  found  and 
revenues  can  be  obtained.    If  there  is  to  be  no  across-the-board  measure, 
and  if  you  decide  that  Medicare  spending  cuts  are  unavoidable,  we  believe 
that  any  reductions  made  in  Medicare  should  be  done  in  proportion  to 
actual  outlays. 

THE  PROPOSED  FISCAL  YEAR  '91  CUTS  WILL  UNDERMINE  THE  LANDMARK  PAYMENT 
REFORMS  OF  OBRA-89 

Just  three  months  ago.  Congress  enacted  dual  landmark  physician 

payment  reforms:     the  Resource-Based  Relative  Value  Scale  (RBRVS)  and  the 

Medicare  Voltjme  Performance  Standards  (MVPS).    RBRVS  supplants  Medicare's 


*This  GAO  study  is  the  most  recent  study  available.  We  urge  Members  of 
the  Committee  to  request  GAO  to  update  the  study. 
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historical  ''reasonable  charge"  method  of  physician  payment  with  a  fee 
schedule.    MVPS  will,  for  the  first  time,  allow  Congress  and  the 
profession  to  monitor  the  voltme  of  physician  services  provided  to 
beneficiaries. 

As  you  know,  the  RBRVS  methodology  is  the  result  of  years  of  research 
and  evaluation,  and  is  designed  to  ameliorate  the  reimbursement 
inequities  of  the  reasonable  charge  system.    RBRVS.  which  will  take 
effect  in  1992.  is  to  be  implemented  in  a  budget-neutral  manner. 

Implementation  of  RBRVS  will  have  significjmt  effects  of  transferring 
resources  between  medical  specialties  and  geographic  regions  of  the  U.S. 
Congress  crafted  a  five-year  transition  period  to  ameliorate  any 
dislocations  that  these  resource  shifts  might  cause.    In  addition, 
although  RBRVS  is  methodologically  sound,  it  has  not  been  implemented  in 
any  major  setting.    Therefore,  caution  is  necessary  so  that  we  can 
understand  the  impact  of  RBRVS  implementation  and  correct  problems  that 
arise  during  the  trtmsition  period. 

Despite  the  magnitude  of  the  OBRA-89  physician  payment  reforms,  the 
Administration  proposed  $2.2  billion  in  Part  B  cuts  immediately  after 
enactment.    These  cuts  include: 

•  reducing  payments  for  certain  procedures  and  localities; 

•  allowing  a  full  Medicare  economic  index  update  only  for  primary 
care  services; 

•  reducing  payment  for  radiology  and  anesthesia  services;  and 

•  reforming  payments  for  assistants  at  surgery  and  surgical  global 
fees. 
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By  proposing  these  and  other  cuts*,  the  Administration  is  proposing 
to  undermine  RBRVS  before  the  methodology  is  even  implemented.  The 
budget  cuts  eviscerate  the  concept  of  budget  neutrality  upon  which  RBRVS 
is  premised  by  "chipping  away"  at  the  payment  levels  in  effect  when 
Congress  enacted  the  fee  schedule.    Consequently,  the  fxmdamental  goal  of 
RBRVS — redistribution  of  resources — will  be  subverted;  there  simply  will 
not  be  adequate  funds  available  to  transfer  from  one  specialty  or 
geographic  region  to  another.    As  a  result,  individuals  residing  in 
underserved  areas  such  as  rural  areas  will  likely  remain  underserved. 

In  addition  to  undermining  the  budget  neutrality  requirement  of 
RBRVS,  the  proposed  cuts  are  simply  inconsistent  with  effective 
implementation  of  RBRVS  and  MVPS.    These  reforms  are  the  product  of 
innumerable  hours  of  study,  refinement  and  honing;  it  would  be  ultimately 
inefficient  and  disruptive  to  "tinker"  with  their  foimdations  before  they 
are  implemented. 

CONCLUSION 

In  conclusion.  Medicare  has  been  subjected  to  years  of  significant 
budget  cuts,  and  we  have  recently  attained  massive  reforms  in  physician 
payment.    Although  we  do  not  believe  that  RBRVS  is  a  panacea  for  all 
physician  payment  issues,**  it  is  a  well-groimded  effort  at  achieving 
equity  in  reimbursement.    We  urge  you  to  prevent  the  undermining  of 
RBRVS,  and  to  protect  the  program  from  further  cuts  that,  if  imposed, 
will  jeopardize  the  health  care  of  the  nation's  elderly  and  disabled. 

*A  complete  listing  of  the  Part  B  cuts  and  the  AMA's  recommendations 
regarding  those  cuts  is  attached  as  Appendix  IV. 


**Attached  as  Appendix  V  is  our  position  on  the  federal  government's 

current  physician  payment  policy. 

3650s 
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AMessage 
To  Congress 
Qq  Medicare 


APPENDIX  I 


As  oiganizations  of  physicians 
whose  members  serve  the  medical 
needs  of  the  elderly  and  disabled, 
we  are  gavely  concerned  for  the 
future  of  Medicare.  On  behalf  of 
our  patients,  we  hope  that  the 
integrity  of  the  program  will  not  be 
further  compromised  in  the  coming 
Concessional  budget  deliberations. 

Durine  the  past  decade, 
Medicare  lias  contributed  more  than 
any  other  domestic  program  to 
spending  cuts.  To  continue  these 


drastic  reductions  can  only  have  a 
deleterious  effea  on  the  level  and 
quality  of  care  delivered  to' 
Medicare  patients. 

Yet  the  Administration  proposes 
cutting  an  additional  $5.5  billion 
from  Medicare.  The  proposed  cuts 
areratently  unreasonable. 

The  medical  community 
appeals  to  Members  of  Congress 
and  concerned  citizens  to  consider 
the  negative  impact  of  continued 
spendirig  cuts  for  Medicare  patients. 


AnKrican  Academy  of  Dermatdogy 
American  Academy  of  ftdal  Plastic  and  Reaxiaruaive  Surgery 
American  Academy  of  Family  Physicians 

Ameiican  Aaaemy  of  Neurology 
American  Academy  of  Ophthalmology 
American  Academy  of  Otolaiyneic  Alierey 
American  Academy  of  Ololaryngolocy-Head  &  Neck  Suigery,  Inc 
American  Academy  of  Physksl  Medicine  and  Rehabilitation 
American  Assodatkjn  of  Neurologjcai  Surgeons 
Anierican  College  of  Caroiology 
American  Colk^  of  Chea  Physicians 
American  Ccrflege  of  Emergency  Physicians 
American  ColJMe  of  Nudear  Physicians 
American  College  of  cfcstetricians  and  Gynecologists 
American  Colieoe  of  Rheumatology 
American  Confess  a  Rehabilitation  Medicine 
American  Group  Practice  Association  _ 
American  Medical  Association 
American  Psychiatric  Association 
American  Society  of  Addiction  Medicine 
American  Society  of  Caiaiaa  and  Refractive  Surgery 
Anwican  Society  of  Clinical  Oncology 
Arnerican  Society  of  Oinical  Pathok)^ 
American  Society  for  Demiatologic  Surgery 
American  Society  of  Internal  Medicine 
American  Society  of  Plastic  and  Reconstructive  Surgeons,  Inc 
American  Urological  Association.  Inc. 
College  of  American  Patholpgisis 
Congress  of  Neurological  Surgeons 
Joint  Council  on  Allergy  and  Immunology 
Medical  Group  Management  Association 
Reiul  Pnysiciaas  Association 
Society  of  Nudear  Medicine 


199 


APPENDIX  II 


Physician  Relubqrsenent  Kestralnts  Under  Medicare 

Since  the  inception  of  Medicare,  Congress  and  the  Department  of  Health 
and  Hxanan  Services  have  taken  actions  that  have  resulted  in  reductions  in 
Medicare  reimbursement  for  services  provided  by  physicians  for  Medicare 
beneficiaries.    The  result  of  these  actions  has  been  that  physician  reim- 
bursement under  Medicare  consistently  has  been  compressed  to  a  point 
where  the  maximum  Medicare  reimbursement  rate,  the  "prevailing  charge," 
usually  does  not  reflect  the  actual  prevailing  charge  for  these  services. 

In  1969,  prevailing  charge  levels  were  lowered  from  the  90th  percentile 
to  the  83rd  percentile  of  customary  charges.    In  1970,  prevailing  charge 
levels  were  lowered  to  the  75th  percentile  of  customary  charges.    For  the 
second  half  of  the  1971  fiscal  year,  physician's  customary  charges  were 
based  on  the  physician's  median  charge  during  the  1969  calendar  year. 

In  August  1971,  nationwide  wage  and  price  controls  were  imposed.  While 
these  controls  were  lifted  seventeen  months  later  for  most  of  the  econ- 
omy, they  still  were  retained  for  physicians  for  an  additional  fifteen 
months  —  \mtil  May  1974. 

In  1972,  Congress  established  further  restraints  through  use  of  an  econ- 
omic index  as  a  means  to  limit  the  rate  of  annual  increase  in  prevailing 
charge  levels.    In  1976,  the  Medicare  Economic  Index  (MEI)  as  used  to  set 
the  prevailing  charge  limits  using  fiscal  year  1973  charge  screens  that 
were  based  on  physicians'  charges  during  calendar  year  1971. 

Starting  with  the  Deficit  Reduction  Act  of  1984  (DRA)  further  and  sub- 
stantial limits  were  imposed  on  physician  reimbursement  and  charges  for 
services  provided  Medicare  beneficiaries.    The  DRA  modified  physiciem 
reimbursement  in  the  following  ways: 

Two  classes  of  physicians  were  created:    "participating"  physicians 
who  agreed  to  accept  all  Medicare  claims  on  an  assigned  basis  and 
"non-participating"  physicians  who  may  continue  to  accept  assignment 
on  a  claim-by-claim  basis; 

Medicare  maximum  reimbursement  levels  for  physician  services,  cus- 
tomary and  prevailing  charge  levels,  were  frozen  for  the  period  of 
June  30,  1984  to  September  30,  1985  (if  no  freeze  had  been  imposed  by 
the  DRA,  the  economic^  index  would  have  allowed  a  3. 34%  increase  of 
prevailing  charge  levels  on  July  1,  1984); 

The  scheduled  July  1,  1984  increase  in  fee  profiles  was  eliminated, 
and  the  future  annual  update  in  fee  profiles  was  delayed  from  July  1 
to  October  1,  with  the  next  increase  set  for  October  1,  1985;  and 

Fees  for  services  provided  Medicare  beneficiaries  by  "non-partici- 
pating physicians"  were  frozen  during  this  15-month  period.  (Partic- 
ipating physicians  were  allowed  to  increase  their  fees  for  Medicare 
beneficiaries,  but  they  are  not  allowed  to  collect  this  increased  fee 
because  of  the  agreement  to  accept  assignment  on  all  Medicare  claims.) 


-  American  Medical  Association  - 
Departaent  of  Federal  Legislation,  Division  of  Legislative  Activities 
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The  Emergency  Extension  Act  again  froze  physician  payment  levels  at  the 
rates  in  effect  on  September  30,  1985  for  45-days.     (This  Act  prevented  a 
3.15%  increase  from  being  applied  to  Medicare  prevailing  charge  levels  on 
October  1,  1985.)    This  Act  also  rolled  back  the  actual  charge  levels 
allowed  physicians  who  "participated"  in  FY85  but  who  had  not  agreed  to 
"participate"  in  Fy86.    Further  legislation  extended  the  Extension  Act, 
with  fee  and  reimbursement  levels  again  frozen  through  March  15,  1986. 

The  Consolidated  Omnibus  Budget  Reconciliation  Act  of  1985  (COBRA)  yet 
again  extended  the  Medicare  reimbursement  freeze:     1)  the  freeze  on 
Medicare  reimbursement  and  charges  for  non-participating  physicians  was 
continued  through  December  31,  1986;  and  ii)  the  freeze  in  the  customary 
and  prevailing  charge  levels  for  participating  physicians  was  allowed  to 
end  May  1,  1986,  with  the  prevailing  charge  increase  for  participating 
physicians  set  at  only  4.15%. 

The  Omnibus  Budget  Reconciliation  Act  of  1986  (OBRA-86)  made  substantial 
modifications  in  physician  reimbursement  and  fee  limits. 

Reimbursement  -  Both  participating  and  non-participating  physicians 
were  allowed  an  equal  3.2%  update  in  Medicare  prevailing  charge 
levels  beginning  January  1,  1987.    Beginning  on  January  1,  1987, 
prevailing  charges  for  non-participating  physicians  were  set  at  96% 
of  the  prevailing  charge  levels  allowed  participating  physicians. 

Fees  -  The  freeze  on  actual  charges  of  non-participating  physicians 
expired  on  December  31,  1986  and  was  replaced  by  Maximum  Allowable 
Actual  Charge  (MAAC)  limits.    Each  MAAC  is  determined  by  a  compli- 
cated formula  applicable  to  every  charge  of  every  individual 
physician.    Physicians  are  subject  to  substantial  penalties  for 
violation  of  MAAC  limits.    MAAC  limits  are  determined  as  follows: 

If  the  physician's  actual  charge  for  any  given  service  is  at  or 
above  115%  of  the  prevailing  charge  (as  determined  from  year  to 
year),  the  actual  charge  for  that  service  may  be  increased  by  no 
more  than  1%.    If  the  actual  charge  Is  less  than  115%  of  the 
prevailing  charge,  that  charge  may  be  Increased  by  the  greater  of 
1%  or  as  follows: 

January  1,  1987  -  charge  increases  were  limited  to  l/4th  of  the 
difference  between  the  actual  charge  and  115%  of  the  Medicare 
prevailing  charge; 

January  1,  1988  -  charge  Increases  were  limited  to  l/3rd  of  the 
difference  between  the  actual  charge  and  115%  of  the  Medicare 
prevailing  charge; 

January  1,  1989  -  charge  increases  are  limited  to  1/2  of  the 
difference  between  the  actual  charge  and  115%  of  the  Medicare 
prevailing  charge;  and 

January  1,  1990  and  subsequent  years  -  actual  charges  may  be 
Increased  to  115%  of  the  Medicare  prevailing  charge. 
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OBRA-86  reduced  prevailing  charge  levels  for  cataract  surgery  by  10% 
in  1987  plus  another  2%  in  1988.    A  limit  of  4  base  units  for  anes- 
thesia services  related  to  cataract  surgery  also  was  set.  Special 
limits  on  fees  for  these  services  also  were  imposed,  with  actual 
charges  limited  to  1/2  the  amount  by  which  the  charge  exceeds  125X  of 
the  new  prevailing  charge  in  1987  and  to  125%  of  the  prevailing 
charge  in  1988  and  thereafter. 

The  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA-87)  made  further 
substantial  modifications  in  Medicare  payment  for  physicians'  services: 

Three-Month  Freeze  -  Prevailing  and  customary  charge  levels  were 
maintained  at  the  levels  in  effect  during  1987  during  the  three-month 
period  ending  on  March  31,  1988.    Also  during  this  three-month 
period,  MAACs  were  kept  at  the  amount  determined  for  1987.  1988 
MAACs  did  not  go  into  effect  until  April  1,  1988. 

Sequestration  -  The  Gramm-Rudman-Hol lings  sequestration  reduced 
payments  for  physicians'  services  by  2.324%  through  March  1988. 

Medicare  Economic  Index  (MET)  -  For  services  provided  by  partici- 
pating physicians  after  March  31,  1988,  the  HEX  increase  was  limited 
to  3.6%  for  primary  care  services  and  1%  for  other  physiciiuis' 
services.     Increases  for  the  services  of  non-participating  physicians 
were  set  at  0.5%  less  than  the  increase  allowed  participating  physi- 
cians (3.1%  and  0.5%).    For  physicians'  services  furnished  in  1989, 
the  increase  for  participating  physicians  is  to  be  3%  for  primary 
care  services  and  1%  for  other  physicians'  services.    The  increase  in 
1989  for  non-participating  physicians  will  be  0.5%  less. 

Reductions  in  Prevailing  Charge  Levels  -  The  following  physicians' 
services  provided  after  March  31,  1988  were  subjected  to  "reasonable 
charge"  reductions:    bronchoscopy  (Codes  31622-31626),  carpal  tunnel 
repair  (Code  64721),  cataract  surgery  (Codes  66830-66985),  coronary 
artery  bypass  surgery  (Codes  33510-3352*),  knee  arthroscopy  (Codes 
29880-29881),  diagnostic  and/or  therapeutic  dilation  and  curettage 
(Code  58120),    knee  arthroplasty  (Codes  27446-27447),  pacem«Qcer 
implantation  (Codes  33206-33208),  total  hip  replacement  (Codes  27130- 
27132),  suprapubic  prostatectomy  (Code  55821),  transuretheral  resec- 
tion of  the  prostate  (Code  52601),  and  upper  gastrointestinal  endos- 
copy (Codes  43235-43239).    The  1987  prevailing  charge  levels  for 
these  services  initially  were  reduced  by  2%.    Further  reductions  of 
up  to  15%  were  implemented  according  to  a  sliding  scale  formula  for 
services  between  85%  and  150%  of  the  national  average. 

Where  a  non-participating  physician's  allowed  charge  is  reduced  by 
the  application  of  this  provision  (or  for  cataract  procedures,  or 
physician  supervision  of  certified  registered  nurse-anesthetists), 
the  physician  may  not  charge  the  beneficiary  more  than  125%  of  the 
reduced  allowed  amount  plus  one-half  of  the  amount  by  which  the 
physician's  MAAC  for  the  service  for  the  previous  12-fflonth  period 
exceeds  the  125%  level.    In  subsequent  years,  the  maximum  allowed 
charge  will  be  set  at  125%  of  the  prevailing  charge.    Where  a  physi- 
cian "knowingly  and  willfully"  imposes  a  charge  in  violation  of  this 
provision,  the  Secretary  is  authorized  to  apply  sanctions  (civil 
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money  penalties,  assessments,  and  five-year  barring)  against  the 
physician.    These  charge  reductions  will  not  apply  to  services 
furnished  after  the  earlier  of  December  31,  1990  or  one  year  after 
the  Secretary  reports  to  Congress  on  development  of  the  RVS. 

Payment  for  Physician  Anesthesia  Services  -  In  determining  the  amoiint 
allowed  for  the  medical  direction  of  two  or  more  nurse  anesthetists 
(in  which  services  are  provided  in  whole  or  in  part  concurrently)  for 
services  provided  after  March  31,  1988  and  prior  to  January  1,  1991, 
the  ntimber  of  base  units  recognized  for  the  medical  direction  (other 
than  for  cataract  surgery  or  an  iridectomy)  will  be  reduced  from 
current  levels  by:    10%  where  the  medical  direction  is  of  two  nurse 
anesthetists  concurrently;  25%  where  the  medical  direction  is  of 
three  nurse  anesthetists  concurrently;  and  40%  where  the  medical 
direction  is  of  four  nurse  anesthetists  concurrently.    Where  the 
anesthesia  services  are  for  concurrent  cataract  surgery  or  an 
iridectomy  procedure  provided  after  December  31,  1989  and  before 
Jemuary  1,  1991,  the  nmber  of  base  units  that  will  be  recognized  for 
the  medical  direction  will  be  reduced  from  current  levels  by  10%. 

Fee  Schedules  for  Radiologist  Services  -  Medicare  payments  for 
radiologist  services  will  be  the  lesser  of  80%  of  the  actual  charge 
for  the  service  or  the  amount  provided  under  a  fee  schedule. 
"Radiologist  services"  are  defined  to  include  radiologic  services 
performed  by,  or  under  the  direction  or  supervision  of,  a  physician 
who  is  certified  or  eligible  to  be  certified  by  the  American  Board  of 
Radiology,  or  a  physician  for  whom  radiologic  services  accoxmt  for  at 
least  50%  of  his  or  her  Medicare  billings. 

Radiology  Charge  Limitations  -  Where  radiologist  services  are  pro- 
vided by  non-participating  physicians  or  suppliers  after  1988  and 
where  payment  is  made  pursuant  to  the  fee  schedule,  the  naximtm 
amount  that  may  be  billed  will  be  subject  to  a  "limiting  charge." 
The  limiting  charge  will  apply  as  follows:     in  1989  -  125%  of  the 
amount  specified  in  the  fee  schedule;  in  1990  -  120%  of  the  eunotmt 
specified  in  the  fee  schedule;  and  after  1990  -  115%  of  the  amount 
specified  in  the  fee  schedule.    Where  a  charge  is  "knowingly  and 
willfully"  imposed  above  the  limiting  charge,  sanctions  may  be 
applied. 

Limits  on  ^'ayment  for  Ophthalmic  Ultrasoimd  -  Effective  for  services 
provided  after  March  31,  1988,  the  prevailing  charge  level  for  A-mode 
ophthalmic  ultrasound  procedures  may  not  exceed  5%  of  the  prevailing 
charge  level  established  for  extracapsular  cataract  removal  with  lens 
implantation.    Limits  on  actual  charges  for  this  service  also  apply. 

Customary  Charges  for  Services  of  New  Physicians  -  For  physicians  who 
do  not  have  adequate  actual  charge  data,  customary  charges  are  to  be 
set  at  80%  of  the  prevailing  charge  for  the  service  in  the  area. 
(Previously,  these  charges  were  set  at  the  50th  percentile  of 
customary  charges  in  the  area,  an  amount  usually  above  prevailing 
charge  levels.)    This  limit  is  not  applicable  for  primary  care 
services  or  for  services  provided  in  designated  rural  areas. 
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The  Omnibus  Budget  Reconciliation  Act  of  1989  (OBRA-89)  made  the 
following  significant  modifications  to  physician  payment  under  Medicare: 

Physician  Payment  Reform  -  Beginning  In  1992,  payment  for  physicians' 
services,  for  which  payment  presently  Is  on  a  "reasonable  charge" 
basis  or  in  accordance  with  the  radiology  fee  schedule,  will  be  based 
on  the  lesser  of  the  actual  charge  for  the  service  or  the  amount 
determined  under  the  fee  schedule  for  a  particular  year. 

Medicare  Volume  Performance  Standard  (MVPS)  Rates  of  Increase  -  By 
April  15  of  each  year  (beginning  with  1990)  the  Secretary  will 
present  to  Congress  a  recommendation  on  MVPS  rates  of  Increase  for 
all  physicians'  services  and  for  each  category  of  such  services  for 
the  upcoming  fiscal  year. 

Extension  of  Sequestration  -  The  2%  sequestration  reduction  in 
payment  will  be  maintained  and  extended  to  March  31,  1990.  After 
this  date,  a  1.3%  partial  sequester  will  continue  throughout  the 
fiscal  year.     (The  Part  A  sequester  of  2X  is  continued  through 
December  31,  1989,  with  a  1.3%  partial  sequester  continuing 
throughout  the  fiscal  year.) 

Delay  in  Update  and  Application  of  the  Medicare  Economic  Index 

•  Updates  -  Part  B  payment  increases  or  adjustments  scheduled  to 
occur  as  of  January  1,  1990  (i.e.,  adjustments  to  customary  or 
prevailing  charges,  fee  schedule  amounts,  MAACS,  and  other 
limits  on  actual  charges)  shall  be  postponed  until  April  1, 
1990.    In  lieu  of  any  Increase  or  adjustment  from  January  1, 
1990  to  March  31,  1990,  the  amount  of  payment  and  limits  for  all 
Part  B  covered  services  (other  than  ambulance  and  clinical 
diagnostic  laboratory  services)  will  be  the  same  as  those  in 
effect  on  December  31,  1989. 

•  Medicare  Economic  Index  (MED  Percentage  Increase  -  The 
percentage  Increase  in  the  MEI  for  services  furnished  in  1990 
(after  March  31,  1990)  will  be: 

•  •       the  full  percentage  increase  (5.3%)  as  would  otherwise  be 

determined  for  primary  care  services  (office  medical  — 
services,  certain  eye  examinations,  emergency~department 
services,  home  medical  services,  skilled  nursing, 
intermediate  care  and  long-term  care  medical  services,  and 
nursing  home,  board  home,  domiciliary  or  custodial  care 
medical  services); 

•  •       2%  for  other  services  (not  including  primary  care 

services);  and 

•  .  •       0%  for  radiology,  anesthesia  and  "overvalued"  services. 

Reduction  in  Payments  for  Overvalued  Services  -  Medicare  payment  for 
certain  physicians'  services  provided  from  April  1,  1990  through 
December  31,  1990  and  identified  as  "overvalued"  will  be  reduced. 
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Reduction  in  Payments  for  Radiology  Services 

•       Fee  Schedules  for  Radiologists'  Services  -  The  conversion 

factors  used  to  compute  fee  schedules  for  radiologists'  services 
(excluding  portable  x-ray  services)  furnished  in  1990  (after 
March  31,  1990)  shall  be  96%  of  the  factors  applied  as  of 
December  31,  1989. 

Customary  Charge  Levels  for  New  Physicians  -  In  determining  customary 
charge  levels  for  physicians'  services  furnished  in  1990  and  beyond 
(on  and  after  April  1,  1990)  by  "new"  physicians  —  physicians  for 
whom  adequate  actual  charge  data  are  not  yet  available  —  the 
Secretary  shall  set  customary  charge  levels  at  the  start  of  the 
second  calendar  year  in  the  practice  at  no  higher  than  85%  of  the 
prevailing  charge  levels. 

Payment  Limits  for  Services  Furnished  by  More  Than  One  Specialty  - 
The  Secretary  shall  designate  certain  surgical,  radiological  and 
diagnostic  physicians'  services  that:     (1)  account  for  a  high  volimie 
of  Part  B  expenditures;  and  (2)  have  varying  prevailing  charges, 
depending  upon  the  specialty  of  the  physician  furnishing  the 
service.    For  any  such  designated  service  performed  after  March  31, 
1990  the  prevailing  charge  may  not  exceed  the  prevailing  charge  or 
fee  schedule  amount  for  the  specialty  that  furnishes  the  service  most 
frequently  nationally.    Where  a  non-participating  physician  provides 
one  of  these  services  after  March  31,  1990,  special  MAACs  will 
apply.     (The  charge  may  not  exceed  125%  of  the  reduced  allowed  amount 
plus  one-half  of  the  amount  by  which  the  physician's  MAAC  for  the 
service  for  the  previous  year  exceeds  the  125%  level  in  the  first 
year,  and  125%  of  the  reduced  amount  in  subsequent  years.) 

Balance  Billing  Limitations  -  For  1991  the  limiting  charge  shall  be 
the  lesser  of  125%  of  the  prevailing  charge  levels  or  the  MAAC 
amount.     In  1992,  the  limit  shall  be  the  lesser  of  the  MAAC  amount  or 
120%  of  the  fee  schedule  amount  for  non-participating  physicians. 
For  years  1993  and  after,  the  limit  shall  be  115%  of  the 
non-participating  physicians'  payment  schedule.    If  a 
non-participating  physician  knowingly  and  willfully  bills  on  a 
repeated  basis  an  actual  charge  in  excess  of  the  limiting  charge 
amoimt,  the  Secretary  may  apply  sanctions  against  the  physician. 

Effective  April  1,  1990,  payment  for  physlciauis'  services  provided 
beneficiaries  who  are  eligible  for  medical  assistance,  including 
qualified  Medicare  beneficiaries,  will  only  be  made  on  an  assigned 
basis. 

Physician  Submission  of  Claims  -  Physicians  and  suppliers  shall 
submit  claim  forms  (whether  or  not  the  claim  is  assigned)  for  care 
provided  to  Medicare  patients  on  or  after  September  1,  1990.  Claims 
must  be  submitted  within  one  year  and  no  charge  may  be  imposed  for 
completing  and  submitting  such  forms.    If  a  physician  fails  to  submit 
an  assigned  claim  as  required,  the  Secretary  shall  reduce  the  amount 
otherwise  paid  by  10%.    If  a  nonassigned  claim  is  submitted  sanctions 
would  apply. 


February,  1990 
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APPENDIX  III 

Actual  Medicare  Cash  Disbursements, 
Fiscal  Years  1986-1989 


1986 

1987 

1988 

1989 

Dollar  outlays  (Billions) s 

Part  A  benefit  payments 

$49,018 

$49,967 

$52,022 

$57,433 

Inpatient  hospital 

46,055 

46,840 

48,787 

52,384 

Skilled  nursing  facility 

582 

623 

720 

2,193 

Home  health 

2,195 

2,287 

2,261 

2,534 

Hospice 

35 

63 

90 

120 

PRO  activity 

151 

154 

164 

202 

Part  B  benefit  payments 

25,169 

29,937 

33,682 

36,867 

Phy s  i  c  i  an 

21 , 926 

24,243 

26,150 

Outpatient* 

4,922 

5,780 

6,456 

7,329 

Home  health 

47 

48 

56 

48 

Group  practice  plans 

953 

1,336 

1,952 

2,218 

Independent  labs 

694 

847 

975 

1,122 

7A   1  R7 
/  H  ,  J.O  / 

TQ  on/1 

85 ,704 

94,300 

Administrative  expenses 

1,716 

1,736 

1,972 

2,154 

Total  outlays 

75,903 

81,640 

87,676 

96,454 

Pet.  chanee  from  prev.  year: 

Part  A  benefit  payments 

1.9% 

4.1% 

10.45! 

Inpatient  hospital 

1.7 

4.2 

7.4 

Skilled  nursing  facility 

_ 

7.0 

15.6 

204.6 

Home  health 

- 

4.2 

-1.1 

12.1 

Hospice 

80.0 

42.9 

33.3 

Part  B  benefit  payments 

18.9 

12.5 

9.5 

Physician 

18.2 

10.6 

7.9 

Outpatient* 

17.4 

11.7 

13.5 

Home  health 

2.1 

16.7 

-14.3 

Group  practice  plans 

40.2 

46.1 

13.6 

Independent  labs 

22.0 

15.1 

15.1 

Total  benefit  payments 

7.9 

7.3 

10.0 

Administrative  expenses 

1.2 

13.6 

9.2 

Total  outlays 

7.6 

7.4 

10.0 

Source:    Tables  provided  by  HCFA  Office  of 

the  Actuary  and  Office 

of  Budget  Administration. 

Prepared  by  the  AMA  Center  for  Health  Policy  Research. 

*86X  of  outpatient  services  are  provided  in  hospital  settings. 

2/22/90 
7437V 


28-533  0-90-8 
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APPENDIX  IV 


AMA  ANALYSIS  OF  THE  ADMINISTRATION'S  PROPOSED  FISCAL  YEAR  1991 
BUDGET  FOR  HEALTH  PROGRAMS 

The  Bush  Administration's  federal  budget  for  fiscal  year  (FY)  1991 
projects  a  deficit  of  $63.1  billion,  based  on  revenues  of  $1,170  trillion  and 
outlays  (spending)  of  $1,233  trillion.    The  projected  deficit  for  FY91  is 
below  the  $64  billion  deficit  ceiling  set  by  the  Gramm-Rudman-Hol lings  lav. 

The  FY91  budget  requests  $464.2  billion  in  outlays  for  HHS.    This  amount 
represents  an  increase  in  total  outlays  of  almost  $27.4  billion  (6.3X) 
compared  to  current  estimates  for  FY90.    The  largest  component  of  the  HHS 
budget  —  approximately  60%  —  is  for  Social  Security  outlays  of  $280.3 
billion  (an  increase  of  about  $17.6  billion  [6.7%]  over  estimated  FY90 
outlays) . 

The  budget  again  targets  the  Medicare  program  for  major  cuts  and  proposes 
nearly  $5.5  billion  in  Medicare  "savings."    Including  these  proposed  savings, 
the  projected  outlays  for  the  Medicare  program  are  $110.5  billion  (an  increase 
of  $4.9  billion  [4.6%]  over  the  estimated  FY90  outlays).    The  federal  share  of 
Medicaid  outlays  is  estimated  at  $44.9  billion  (an  Increase  of  about  $4.7 
billion  [11.7%]  over  FY90). 

The  budget  request  for  the  Public  Health  Service  is  $15.4  billion,  an 
Increase  of  $1.3  billion  (9.2%)  over  the  estimated  FY90  appropriation. 

MEDICARE 

During  the  1980s,  the  Medicare  program  has  been  subjected  to  numerous,  and 
often  arbitrary  spending  cuts.    The  Association  continues  to  be  concerned  that 
such  cuts  threaten  access  to  and  quality  of  care  for  Medicare  beneficiaries. 
The  Association  opposes  any  additional  arbitrary  reductions  in  either  Part  A 
or  Part  B  of  Medicare.    However,  the  Association  continues  to  support  certain 
revenue-enhancing  proposals.  Including  raising  the  Part  B  premium  to  at  least 
35%  of  program  costs  and  requiring  all  state  and  local  government  employees  to 
pay  Hospital  Insurance  taxes. 

A.     PART  A  PROVISIONS 

The  FY91  budget  contains  proposals  to  reduce  Part  A  outlays  by  nearly 
$3.4  billion  in  1991,  and  $22.3  billion  over  five  years. 


1.      Increase  Payments  to  Medicare's  Risk-Contracting  Health  Maintenance 
Organizations  (HMOs)  (Costs  of  $100  Billion  in  Part  A  and  $80  Billion 
in  Part  B  in  1991) 

The  budget  proposes  to  increase  payments  to  Medicare's 
risk-contracting  HMOs  from  95%  to  100%  of  the  estimated  per  capita 
cost  to  Medicare  for  beneficiaries  served  by  fee-for-service 
providers  (the  adjusted  average  per  capital  cost  -  AAPCC).    A  portion 
of  the  increase  would  be  used  to  reduce  beneficiaries'  premitmis 
(directly  or  through  rebates),  and  the  remainder  would  go  to  the  HMO 
for  the  purpose  of  expanding  benefits  or  reducing  premiiims. 
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Discussion;  Under  current  law,  Medicare  pays  risk-contracting  HMOs  at 

a  level  equal  to  95X  of  the  AAPCC.    The  proposed  increase 
would  be  used  to  increase  HMO  revenue  and  reduce 
beneficiary  costs  and  increase  the  attractiveness  and 
availability  of  managed  care  options.    The  Association 
notes  that  a  recent  GAO  study  concluded  that  raising  the 
payment  rate  for  at-risk  HMOs  would  increase  program 
costs  without  any  significant  benefit.    The  study, 
ordered  by  Rep.  Stark  (D-Ca),  found  that  factors  other 
than  payment  rates  (such  as  low  Medicare  enrollment)  are 
driving  HMOs  out  of  the  risk  contract  program.  The 
Association  also  questions  the  appropriateness  of  further 
government  action  to  encourage  one  method  of  health  care 
coverage  over  other  coverage  mechanisms. 

AMA  POSITION;       The  AMA  recommends  opposition  to  this  proposal. 


2.      Reduction  In  Capital  Payments  (Savings  of  tl.530  billion  In 
1991) 

Under  current  law  for  the  period  January  1  -  September  30,  1990, 
capital  payments  to  certain  hospitals  are  reduced  by  15X.  The 
budget  proposes  to  continue  this  reduction  for  rural  hospitals, 
and  to  increase  the  reduction  to  25X  for  urban  hospitals. 


DISCUSSION;       The  Association  is  concerned  that  inappropriate 

reductions  of  capital  cost  reimbursement  could  have  a 
severe  negative  impact  on  the  ability  of  patients  to 
obtain  needed  medical  and  health  care  services.  The 
Association  does  not  believe  further  capital  cost  cuts 
are  appropriate  until  the  effect  of  recently  imposed 
cuts  can  be  assessed.    The  Association  further 
believes  that  any  budget  proposal  regarding  hospital 
capital  cost  reimbursement  must  be  carefully  assessed 
to  ensure  that  institutions  can  provide  needed  patient 
services,  and  that  adequate  transition  time  is 
provided  to  meet  existing  capital  cost  obligations. 


AMA  POSITION; 


The  Association  recommends  opposition  to  further 
hospital  capital  costs  reductions. 


3.      Prospective  Pricing  System  (PPS)  Update  of  4.1%  (Savings  of  $640 
million  in  1991) 

The  budget  proposes  a  PPS  update  of  4.1%  (market  basket  minus 
1.5%). 

DISCUSSION;       The  AMA  supported  the  concept  In  the  original  PPS 

legislation  of  allowing  an  annual  PPS  update  of  market 
basket  plus  1%,  with  the  1%  being  for  new  technology. 
Although  the  Association  is  cognizant  of  the  need  for 
savings  from  all  sectors  of  the  budget,  the  market 
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basket  represents  cost  increases  of  goods  and  services 
that  hospitals  must  buy  in  an  uncontrolled  market. 
The  Association  cannot  support  an  adjustment  below  the 
market  basket  based  on  the  current  patient  care, 
economic  and  hospital  climate. 

AMA  POSITION;  The  AMA  recommends  support  for  a  full  market 

basket  increase  in  the  PPS  adjustment. 


4.      Reduction  in  Indirect  Medical  Education  (IHE)  Payments  (Savings 
of  11.03  billion  in  1991) 

The  budget  proposes  decreasing  IME  payments  by  lowering  a  factor 
in  the  payment  formula  from  7.7%  to  A. 05%. 

DISCUSSION:        The  Association  notes  the  recent  history  of  cuts  in 
the  IME  payments,  and  has  serious  concerns  about  the 
future  effect  on  health  care  if  there  are  further 
reductions  in  these  payments.    Expenditures  on 
graduate  training  should  be  viewed  as  investments  in 
the  future  health  care  of  America.    The  Association 
believes  that  there  should  be  no  further  reductions  in 
this  payment  amount  without  a  thorough  analysis,  based 
on  reliable  statistical  data,  on  whether  such  cuts 
would  be  deleterious  to  teaching  hospitals  and  their 
patients. 


AMA  POSITION;  The  Association  recommends  opposition  to  IME 

payment  reduction  below  7.7%. 


5.      Reform  Graduate  Medical  Education  (GME)  Payments  (Savings  of 
ino  Billion  in  Part  A  and  ^35  Billion  in  Part  B  in  1991) 

The  budget  proposes  to  establish  a  "per  resident"  GME  payment 
amount  derived  from  the  national  average  of  FY  1987  residents' 
salaries  updated  by  the  CPI.  Primary  care  residents  would  be 
weighted  at  180%  of  the  per  resident  amount,  non-primary  care 
residents  in  their  initial  residency  would  be  weighted  at  140%, 
and  non-primary  care  residents  beyond  their  initial  residency 
period  would  be  weighted  at  100%. 

DISCUSSION;        Currently,  Medicare  payments  to  hospitals  for  their 
medical  residents  vary  due  to  historical  patterns  in 
hospital  accounting.    The  Association  supports  full 
funding  for  the  direct  costs  of  medical  education 
through  salaries  and  stipends,  etc.    In  addition,  the 
Association  opposes  differential  GKE  payments  based 
upon  specialty. 


AMA  POSITION; 


The  Association  recommends  opposition  to  the 
proposed  funding  reduction. 
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6.      Cap  Intern-  and  tesldent-to-Bed  Katlos  (IRB)  at  FY89  Levels 
(Savings  of  ilO  Billion  in  1991) 

The  budget  proposes  to  cap  IRB  ratios  at  Fy89  levels. 

DISCUSSION:       The  proposed  cap  is  Intended  to  prevent  hospitals  from 
closing  beds  solely  to  raise  their  IRB  ratios,  thereby 
reaping  "windfall"  payments.    Although  some  hospitals 
might  close  beds  solely  to  increase  their  IRB  ratios, 
the  Association  believes  this  is  unlikely. 
Furthermore,  a  tmiversal  IRB  cap  at  FY89  levels  would 
arbitrarily  disregard  legitimate  IRB  changes  and  could 
act  as  an  arbitrary  disincentive  to  hospital  merger 
and  growth. 


AMA  POSITIOH; 


The  Association  recommends  opposition  to  this 
provision. 


PART  B  PROVISIONS 

The  Fy91  budget  contains  proposals  to  reduce  Part  B  outlays  by 
$2.2  billion  in  Fy91,  and  $23.9  billion  projected  over  five  years. 

1.      Part  B  Premitt 

The  budget  proposes  to  set  a  floor  on  the  rate  of  increase  for 
the  Part  B  premium  each  year,  beginning  in  calendar  year  1991, 
at  the  level  that  would  be  necessary  to  fintmce  25X  of  the 
program. 

DISCUSSION:       The  Association  notes  that  the  premium  originally  was 
designed  to  fund  50%  of  Part  B  expenses,  and  believes 
that  an  increase  in  the  Part  B  premium  to  fund  at 
least  35X  of  program  costs  is  more  appropriate. 

AMA  POSITION:  The  Association  recommends  support  for  a  premium 

floor  of  at  least  35%  of  program  costs. 


2.  Updates 

a.      Medicare  Economic  Index  (HEI)  Update  Only  for  Primary  Care 
Services  (Savings  of  $450  »illion  In  FT91) 

The  budget  proposes  to  provide  full  customary  and 
prevailing  charge  level  updates  for  1991  only  for  primary 
care  services,  with  customary  and  prevailing  charge  updates 
frozen  for  non-primary  care  services.    The  budget  also 
proposes  to  implement  a  1991  consolidation  of  customary  and 
prevailing  charge  screens,  currently  scheduled  to  be  used 
in  1992  as  the  basis  for  the  transition  to  the 
resource-based  fee  schedule. 


210 


b.  Reduce  Payents  for  Certain  Overvalqed  Procedures  (Savings 
of  ♦no  Billion  In  rY91) 

The  budget  proposes  to  reduce  payments  for  overvalued 
procedures  by  two-thirds  of  the  remaining  amounts  by  which 
they  are  overvalued,  up  to  a  maximum  reduction  of  25 
percent.     (OBRA-89  reduced  payments  for  selected  overvalued 
procedures  by  one-third  of  the  amoxmt  by  which  they  were 
determined  to  be  overvalued  compared  to  an  estimated 
resource-based  fee  schedule,  up  to  a  maximum  reduction  of 
15  percent.) 

c.  Reduce  Payments  for  Overvalued  Localities  (Savings  of  $50 
million  tn  7191) 

The  budget  proposes  to  reduce  payments  for  certain 
procedures  in  localities  where  payments  are  overvalued 
relative  to  the  national  average,  once  the  average  has  been 
adjusted  to  accoimt  for  differences  in  practice  costs  among 
areas.    The  maximum  reduction  for  any  procedure  in  a 
locality  in  1991  would  be  25  percent. 


DISCUSSION;       These  proposals  present  Issues  where  there  is  a  long 

history  of  arbitrary  payment  reductions.    Indeed,  this 
history  of  payment  reduction  was  one  of  the  reasons 
for  Congressional  support  for  the  implementation  of  a 
Medicare  payment  system  based  on  a  resource-based 
relative  value  scale  (RBRVS).    Noting  AMA  support  for 
an  RBRVS  payment  mechanism,  as  further  refined  and 
developed,  the  Association  believes  that  the  process 
is  in  place  to  develop  appropriate  reimbursement  for 
these  services.    Additional  cuts,  especially  with  the 
RBRVS  scheduled  for  implementation  in  the  near  future, 
would  be  arbitrary  and  short-sighted.    Such  cuts  would 
also  increase  dislocations  that  the  transition, 
adopted  by  the  Congress,  is  designed  to  limit  and  thus 
ameliorate  concerns  about  access  to  services. 


AMA  POSITION: 


The  Association  recommends  opposition  to  these 
three  proposals." 


3.      Reduce  Radloloiiy  and  Anesthesia  Fees  (Savings  of  |230  million 
in  ry9i) 

The  1991  budget  proposes  to  reduce  radiology  and  anesthesia  fees 
by  the  amount  that  current  fees  exceed  an  estimated  resource- 
based  fee  schedule,  with  a  25%  maximiim  reduction  in  any  locality 
in  1991.    The  budget  also  proposes  to  pay  the  same  amount  for 
anesthesia  services  whether  an  anesthesiologist  or  a  certified 
registered  nurse  anesthetist  (CRNA)  performs  the  service.  Under 
this  proposal.  Medicare  would  pay  the  anesthesiologist  for 
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medical  direction  an  amount  equal  to  the  difference  between  the 
payment  the  anesthesiologist  would  have  received  for  personally 
performing  the  service  and  the  CRNA  payment.    Medicare  payment 
for  CRNAs  would  not  be  reduced. 


DISCUSSIOH;        The  Association  believes  that  payment  for  these 

services  would  best  be  determined  through  the  use  of  a 
resource-based  relative  value  fee  schedule.  The 
Association  also  notes  the  significant  difference  in 
anesthesia  care  provided  by  an  anesthesiologist  and  a 
CRNA,  and  strongly  opposes  basing  payment  for  this 
care  at  a  single  rate. 

AMA  POSITION;  The  Association  recommends  opposition  to  this 

proposal . 


4.      Reform  Payments  for  Assistants-at-Surgery  and  Surgical  Global 
Fees  (Savings  of  il70  million  in  FYQl) 

The  budget  proposes  to  pay  the  same  amount  for  surgery 
regardless  of  whether  the  primary  surgeon  uses  a  surgical 
assistant  to  whom  Medicare  would  make  a  separate  payment.  The 
payment  to  the  primary  physician  would  be  reduced  by  the  amount 
of  payment  to  the  assistant  surgeon.    The  budget  also  proposes 
to  reduce  surgical  payments  by  either  a  procedure-specific 
amount  (where  data  are  available)  or  2X  across-the-board. 


DISCUSSION;        The  Association  notes  that  while  some  abuses  may  occur 
in  the  use  of  surgical  assistants  the  proposal  would 
jeopardize  the  quality  of  care  that  a  Medicare 
beneficiary  may  receive.    This  is  especially  important 
where  a  procedure  requires  more  than  one  physician, 
Including  team  procedures  and  operations  when  multiple 
procedures  are  being  performed.    Furthermore,  the 
Association  believes  that  a  reduction  in  surgical 
global  fees  at  this  time  is  inconsistent  with  the 
transition  to  the  RBRVS  based  payment  schedule. 


AMA  POSITION; 


The  Association  recommends  that  this  proposal  be 
strongly  opposed. 


5.      Phase- in  Increase  for  New  PhYS<r<»Tia  (Savings  of  l50  Billion  in 
FI91) 

OBRA  '87  set  limited  customary  charge  levels  for  new  physicians 
at  80%  of  prevailing  levels,  and  OBRA  '89  continued  to  phase-in 
customary  charge  level  increases  by  limiting  payments  to  second 
year  physicians  to  85X  of  the  prevailing  charge.  The  budget 
proposes  to  continue  to  phase  in  customary  charge  level  payment 
limits  for  new  physicians  as  follows:  90%  for  third  year 
physicians,,  95%  for  fourth  year  physicians,  and  100%  of  the  fee 
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schedule  for  fifth  year  physicians.    The  budget  also  proposes  to 
extend  this  policy  to  other  practitioners  reimbursed  on  a 
fee-for-servlce  basis. 

DISCUSSION;       The  Association  continues  to  believe  that  fee 

schedules  should  not  differentiate  for  years  In 
practice. 

AMA  POSITION;  The  Association  recommends  opposition  to  this 

proposal . 


6.      Tpp-hTi<ral  Components  of  Diagnostic  and  Eadiology  Tests  (Sayings 
of  t60  Hllllon  in  F791) 

The  budget  proposes  to  apply  a  cap  at  lOOX  of  the  national 
median  for  the  technical  component  of  radiology  services  and 
diagnostic  tests,  similar  to  the  cap  on  carrier-specific  fee 
schedules  for  clinical  laboratory  diagnostic  tests. 

DISCUSSION;       The  Association  believes  that  the  use  of  caps  and 

median  national  charges  to  establish  payment  levels  is 
inappropriate  as  no  consideration  is  given  to  the 
actual  cost  of  providing  the  services  in  various 
localities. 

AMA  POSITION;  The  Association  recommends  opposition  to  this 

proposal. 


7.      Physician  Assistant  (PA)  Offset  (Savings  of  $5  ■illion  in  FY91) 

The  budget  proposes  to  eliminate  duplicate  payments  for  PA 
services  furnished  in  hospitals  by  offsetting  them  from  the 
hospitals'  Medicare  payments.    An  exception  would  be  made  for 
inhospital  PA  services  furnished  in  manpower  shortage  areas. 

DISCUSSION;       While  the  Association  previously  opposed  direct 
payment  for  PA  services,  it  notes  that  duplicate 
payment  for  the  same  services  should  be  avoided.  The 
Association  is  opposed  to  double  payments,  even  for 
hospitals  located  in  manpower  shortage  areas. 


AMA  POSITION;  The  Association  recommends  continued  opposition 

to  direct  payment  for  PA  services,  but  as  long  as 
PA  services  are  directly  reimbursed  to  hospitals, 
the  Association  recommends  support  of  this 
proposal  to  end  duplicate  payment  for  all 
hospitals. 
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8.      Volantary  Hospital  Physician  Participation  (no  cost) 

The  budget  proposes  to  allow  hospitals  the  option  of  voluntarily 
becoming  "Medicare  Participating  Physician  Medical  Staff 
Hospitals."    These  hospitals  would  contract  with  Medicare  to 
guarantee  that  assignment  would  be  accepted  for  the  following 
physician  services:    emergency,  radiology,  anesthesia  and 
pathology  services  and  consultations. 

DISCUSSIOH;       The  Medicare  participating  physician  program  would  be 
more  offensive  under  this  proposal  than  it  is 
currently  in  that  all  physicians  in  the  respective 
specialties  would  be  required  to  abide  by  the  decision 
of  the  majority  to  "participate."    The  Association 
reaffirms  its  opposition  to  the  Medicare  participating 
physician  program. 

AMA  POSITIOH;  The  Association  recommends  vigorous  opposition  to 

this  proposal. 


9.      Reduce  Hospital  Outpatient  Payments  (Savings  of  ^670  million  in 
1991) 

The  budget  proposes  a  10%  across-the-board  reduction  in  Medicare 
payments  for  certain  hospital  outpatient  services,  beginning  in 
1991.    in  addition,  the  budget  proposes  that  capital  payments 
for  outpatient  departments  be  paid  at  85X  of  costs  for  rural 
hospitals  and  75X  of  costs  for  urban  hospitals.    Ho  reduction  is 
proposed  for  sole  commmity  hospitals. 

DISCUSSIOH;       The  Association  is  concerned  that  the  arbitrary 

reduction  would  Inadvertently  have  an  adverse  effect 
on  outpatient  services  in  various  settings.  The 
Association  is  also  coilkemed  that  inappropriate 
implementation  of  changes  in  capital  cost 
reimbursement  could  have  a  severe  negative  impact  on 
the  ability  of  patients  to  receive  needed  medical 
services.    Any  proposal  affecting  outpatient  services, 
one  of  the  fastest  growing  components  of  Medicare, 
must  be  closely  monitored  to  assure  that  institutions 
can  properly  provide  needed  services  for  patients,  and 
that  any  such  proposal  provides  for  an  adequate 
transition  to  allow  institutions  to  meet  already 
committed  capital  cost  obligations. 


AMA  POSITION; 


The  Association  recommends  opposition  to  this 
proposal. 
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10.    Durable  Medical  Equipment  (DWE)  Proposals  (Savings  of  <250 
Billion  in  1991) 

•  National  Cap  on  Fee  Schedules  -  For  all  fee  schedules  for  DME, 
prosthetics  and  orthotics,  the  budget  proposes  to  limit  Medicare 
payment  to  the  median  of  the  fee  schedule  amount  for  each  item, 
with  a  fee  update  only  for  those  items  below  the  limit. 

•  Modify  Fee  Schedule  for  DME  Rental  Items  -  The  budget  proposes 
to  change  the  fee  schedule  for  this  rental  category  from  average 
submitted  charges  to  average  reasonable  charge  to  make  it 
consistent  with  other  DME  categories.    In  addition,  the  budget 
proposes  to  limit  total  monthly  payments  to  120X  of  the 
recognized  purchase  price  (reduced  from  150X). 

•  Reduce  oxygen  payments  by  5  percent  -  OBRA  '87  established  a  fee 
schedule  for  oxygen  based  on  95%  of  the  local  average  amount 
reimbursed  by  Medicare  in  1986.    The  budget  proposes  to  reduce 
the  reimbursement  amount  by  5X. 

•  Fee  Schedule  for  Enteral  Products  and  Supplies  -  The  budget 
proposes  to  establish  a  fee  schedule  for  enteral  nutrients  and 
supplies  based  upon  wholesale  and  retail  price  information. 

DISCUSSIOH;       The  Association  supports  payment  levels  for  these  DME 
services  that  are  adequate  to  assure  patient  access  to 
medically  necessary  IME.    However,  the  Association  is 
concerned  that  there  are  abuses  in  the  use  of  DME  and 
recommends  further  analysis  to  assure  that  only 
medically  necessary  DME  is  covered  by  Medicare. 

AMA  POSITIOW;  The  Association  recommends  continued  monitoring 

of  access  to  and  payment  for  medically  necessary 
DME. 


11.    Competitive  Bidding 

The  budget  proposes  to  give  "serious  consideration"  to 
conducting  competitive  bidding  demonstrations  to  determine 
payment  levels  for  clinical  laboratory  services. 

DISCUSSIOH:       The  Association  reaffirms  its  policy  of  opposing  the 
use  of  the  competitive  bidding  process  to  establish 
payment  for  physician  services. 


AMA  POSITIOH; 


The  Association  recommends  opposition  to  this 
proposal. 
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12.    Clinical  Laboratory  Services  (Savings  of  |60  Billion  In  FI91) 

The  budget  proposes  to  reduce  the  Medicare  payment  limit  to  90% 
of  the  median  fee  schedule  amoimts  for  non-profile  tests  and  80% 
of  the  median  for  profile  and  standardized  test  packages,  with 
fee  updates  only  for  fees  below  the  limit. 

DISCUSSIOR;        The  Association  is  concerned  that  the  use  of  the 

national  "median"  to  establish  payment  levels  in  areas 
of  high  labor  and  other  costs  would  be  inequitable,  as 
the  payment  level  would  automatically  be  adjusted 
downward  with  no  consideration  as  to  the  actual  cost 
of  providing  the  tests. 

AMA  POSITIOHi  The  Association  recommends  opposition  to  this 

proposal. 


13.    Provide  Prior  Authorization  Authority  to  Carriers  (Savings  of 
t6A  Billion  In  1991) 

'  The  budget  proposes  to  extend  to  Medicare  carriers  the  authority 
to  require  prior  authorization  for  medical  services  and/or 
equipment . 


DISCUSSIOH;       This  proposal  would  result  in  duplication  of  effort  in 
that  the  Peer  Review  Organization  now  carries  out 
prior  authorization.    Grioiting  this  authority  to  the 
carrier,  which  in  most  circumstances  lacks  medical 
expertise,  would  result  in  increased  administrative 
burdens,  duplicative  efforts,  and  an  additional  level 
of  review  by  untrained  personnel. 

AMA  POSITION;  The  Association  recommends  opposition  to  this 

proposal. 


14.    Catastrophic  Health  Insurance  (CHI) 

The  budget  proposes  that  ^e  monthly  CHI  flat  premium  revenues 
collected  in  1989  and  currently  in  the  SMI  trust  fund  be 
transferred  to  the  HI  trust  fund  to  offset  the  costs  of  CHI 
hospital  and  SNF  benefits  paid  from  that  trust  fund  during  1989. 

DISCUSSION;        The  Association  believes  that  this  proposal,  which 

transfers  fimds  from  one  account  to  another  to  pay  for 
services  provided  \mder  the  now  repealed  Medicare 
Catastrophic  Coverage  Act,  should  be  supported. 

AMA  POSITION;  The  Association  recommends  support  of  this 

proposal. 
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APPENDIX  V 

STATEMENT 
of  the 

AMERICAN  MEDICAL  ASSOCIATION 
to  the 

Physician  Payment  Review  Commission 
Presented  by 
James  S.  Todd,  M.D. 

RE:    PPRC  1990  Report  to  Congress 
January  18,  1990 

Mr.  Chairman  and  Members  of  the  Commission: 

My  name  is  James  S.  Todd,  M.D.    I  am  the  Senior  Deputy  Executive  Vice 
President  of  the  American  Medical  Association.    The  AMA  appreciates  this 
opportunity  to  appear  before  you  today.    Today's  hearing  will  cover 
issues  to  be  included  in  your  1990  report  to  Congress.    I  want  to 
emphasize  how  much  the  AMA  values  the  continuing  opportunity  to  meet  with 
the  Commission  to  further  our  common  purpose  in  improving  Medicare 
physician  payment  policy.    We  can  be  justifiably  proud  that  the  physician 
payment  reform  legislation  recently  adopted  by  the  Congress  reflected  so 
many  policy  recommendations  developed  by  our  respective  organizations  in 
recent  years. 

In  our  testimony  today,  we  will  present  our  views  on  the  key  issues 
to  be  considered  in  your  1990  Report  to  the  Congress.    On  many  issues  we 
appear  in  substantial  agreement.    These  include  completion  of  an 
RBRVS-based  payment  schedule,  improvement  of  clinical  care,  and  Medicaid 
expansion.    For  some  specific  issues,  however,  such  as  refinement  of  the 
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RBRVS,  practice  costs,  and  geographic  cost  multipliers,  we  have 
suggestions  on  detailed  policy  inplementation.    Finally,  in  a  few  major 
instances,  most  notably  further  balance  billing  limits  and  MVPS 
implementation,  we  continue  to  hold  strongly  divergent  views. 

MEDICARE  FEE  SCHEPm.F 
Refining  the  Scale  of  Relative  Work 

Evaluation  and  Management  Services 

r  < 

We  are  pleased  with  the  substantial  progress  that  we  have  made  in 
this  endeavor.    It  provides  a  concrete,  workable  model  for  future 
collaborative  efforts  between  the  AMA  and  the  PPRC  we  look  forward  to 
continued  progress.  \ 

Surgical  Global  Services 

We  have  been  supportive  of,  and  impressed  by,  your  efforts  to  define 
a  standard  global  payment  policy  for  surgical  services  under  a  national 
Medicare  payment  schedule.    We  do  have  a  few  concerns,  however,  about  your 
plan  to  assign  relative  values  to  those  global  services.    First,  most 
observers  of  payment  reform  have  assumed  that  the  primary  data  needed  to 
fully  estimate  global  fees,  and  unavailable  from  the  Harvard  RBRVS  study, 
were  for  care  provided  prior  to  and  after  hospitalization.    In  contrast, 
the  PPRC's  effort  will  assign  relative  values  to  the  entire  global  fee, 
only  retaining  original  Harvard  RBRVS  estimates  for  the  intra-operative 
period  (and  scrub  time).    Like  the  PraC,  we  have  identified  problems  with 
the  Harvard  estimates  of  pre-  and  post-work.    Nevertheless,  we  do  not  have 
sufficient  information  to  judge  whether  the  method  proposed  by  the 
Commission  to  estimate  wi thin-hospital  pre-  and  post-time  work  is  clearly 
superior  to  estimates  that  will  be  available  upon  the  completion  of  Phase 
II  of  the  Harvard  study. 
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It  is  clear  that,  with  your  proposed  process,  a  substantial  fraction 
of  the  relative  work  values  for  surgical  services  will  be  estimated 
through  a  model  and  method  substantially  different  in  many  respects  from 
Harvard's.    These  departures  are  especially  notable  in  data  collection  and 
in  the  apparently  more  limited  definition  of  wi thin-hospital  pre-  and 
post- time  as  being  comprised  of  visits  rather  than  all  distinct 
in-hospital  physician  services.    These  new  methods  may  alter  the  eventual 
imp:      '  -ous  specialties. 

We  are  especially  interested  to  learn  much  more  about  how  you  will 
validate  the  considerable  data  provided  by  surgical  specialty  societies. 
We  hope  that  their  work  is  not  overshadowed  by  validation  data  that  may 
not  be  fully  representative  of  physician  practices.    For  example,  the  PPRC 
may  utilize  data  from  only  those  Medicare  carriers  that  have  chosen  not  to 
include  office  visits  in  global  fees.    Such  data,  however,  may  not  be 
representative  of  actual  physician  practices.    Similarly,  the  fact  that 
data  may  be  available  from  some  HMOs  and  multispecialty  groups  does  not 
make  them  universally  applicable.    Perhaps  of  greatest  concern  is  the 
questionable  presumption  that  a  panel  of  "financially  disinterested 
physicians,"  whoever  they  might  be,  is  a  valid  method  to  judge  data  on  the 
practicesof  physicians  that  might  be  very  different  from  their  own.  We 
hope  that,  in  assigning  these  relative  values,  like  Harvard,  you  will 
follow  an  open  process  of  review,  constructive  criticism,  and  refinement. 

Review  and  Refinement  of  the  Scale  of  Relative  Work 

You  have  outlined  a  process  that  should  meet  the  key  goals  associated 
with  producing  relative  work  estimates  appropriate  for  use  in  a  Medicare 
payment  system.    We  appreciate  your  inclusion  of  the  AMA  in  this  effort. 
We  will  comment  briefly  on  the  process  that  you  have  outlined. 


219 


The  first  step,  in  which  relative  values  for  surveyed  services  are 
refined,  is  critical.    We  do  believe  that  your  proposed  requirement  that 
data  to  support  a  specialty's  position  nust  be  either  available  or 
"generated  easily"  in  order  to  correct  an  RVS  estimate  is  overly 
stringent.    It  should  be  sufficient  for  a  specialty  to  identify  the 
reasonable  likelihood  of  a  problem.    The  burden  should  then  be  on  the  PPRC 
or  HCFA  to  demonstrate  that  the  methods  used  have  adequately  addressed  the 
problem  in  qutri  :"' 

We  are  also  concerned  about  an  inherent  bias  in  the  process  to  raise 
relative  values  because  suggestions  of  "inappropriately  high"  relative 
values  are  less  likely  to  emerge  in  this  review.    Given  budget  constraints, 
such  a  bias  will  lead  to  offsetting  payment  reductions  in  other  services. 
The  planned  advisory  panel  is  clearly  the  PPRC's  answer  to  this  problem, 
and  we  have  several  suggestions  to  enhance  such  a  panel's  usefulness. 
First,  we  suggest  that  the  panel  will  be  most  productive  and  have  the 
greatest  standing  if  its  members  are  both  nominated  by,  and  at  some  level 
formally  representative  of,  the  specialty  societies  that  represent  the 
specialty  interests  of  physicians.    Next,  we  believe  that  a  substantial 
number  of  panelists  should  be  nominated  directly  by  the  AMA  to  inject  the 
broad  physician  perspective  that  will  faciWtate  compromise.    Finally,  we 
suggest  that  this  panel,  as  in  the  current  PPRC/AMA  Evaluation  and  Manage- 
ment (EM)  coding  process,  be  jointly  convened  by  the  AMA  and  the  PPRC. 

Step  two,  refinement  of  cross-specialty  links  and  extrapolations,  is 
also  necessary  for  the  completion  of  a  final  RBRVS.    Again,  we  appreciate 
your  inclusion  of  the  AMA  in  this  process.    The  third  step,  refinement  of 
relative  values  by  each  specialty,  is  a  logical  progression  from  the  prece- 
ding activities  and  we  also  have  some  suggestions.    First,  we  propose  that 
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this  step  be  a  joint  effort  of  the  PPRC  and  the  AMA  in  order  to  provide  an 
overall  physician  viewpoint.    As  with  the  ongoing  Of  process,  the  AMA 
would  be  responsible,  with  the  PPRC,  for  convening  these  specialty  panels 
and  for  providing  joint  oversight.    We  also  urge  you  to  clarify  that  the 
primary  purpose  of  this  stage  is  to  review  extrapolated  values.    Using  a 
consensus  process  to  alter  the  refined  relationships  between  surveved 
services  would  tend  to  undermine  the  fxindamental  basis  of  the  RBRVS. 

Finally,  we  suggest     •fii'  vMi-*  regarding  the  proposed  constraint, 
during  this  review,  of  "budget  neutrality"  within  a  specialty/category  of 
service  combination.    Although  such  a  constraint  will  obviously  ease  the 
work  of  these  panels,  it  may  unfairly  penalize  physicians  for  continued 
inadequacies  in  charge  databases  used  for  extrapolation.    For  example,  the 
"budget"  for  a  specialty  may  itself  be  biased  downward  by  charge  data 
that,  however  refined,  do  not  correlate  with  relative  work. 

The  fourth  step,  final  interspecialty  refinements,  is  really  too 
preliminary  for  useful  comment  at  this  time.    We  would,  however,  suggest 
that  considerable  thought  is  needed  before  a  value  for  a  non-EM  service 
provided  by  multiple  specialties  is  simply  assigned  a  mean  relative  value. 
If  resource  cost  data  reveal  meaningful  inter-specialty  differences  in 
relative  work,  and  coding  revisions  are  not  warranted,  it  may  be  necessary 
for  the  Commission  to  rethink  its  firm  position  against  specialty 
differentials. 

Payment  for  Radioloev.  Anesthesioloev  and  Patholoev  Services 

*  The  physician  payment  reform  legislation  requires  that  the  current 
Medicare  radiology  RVS  and  anesthesiology  Relative  Value  Guide  (RVG)  be 
integrated  into  the  overall  Medicare  RVS.    Unfortunately,  it  is  not  clear 
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on  how  such  integration  is  to  be  achieved.    We  urge  the  PPRC  to  work  to 
ensure  that  these  RVSs  are  fully  linked  to  the  overall  RBRVS  through  valid 
cross-specialty  relationships  developed  by  the  Harvard  research  team.  In 
addition,  we  believe  that  any  remaining  concerns  regarding  the  nuclear 
medicine  relative  values  in  the  radiology  RVS  must  be  resolved  before  this 
RVS  can  be  considered  applicable  to  all  radiology  services  as  defined  in 
the  legislation.    Finally,  our  interpretation  of  the  legislation  is  that 
the  separate  pathology  fee  schedalj  -        cfe  superseded  by  the  full  RBRVS 
payment  schedule.    We  hope  that  the  PPRC  and  HCFA  will  give  appropriate 
weight  to  the  ^RVS  restudy  of  pathology  services  currently  being 
conducted  at  Harvard. 

Praptigg  Cp?t$ 

Considerable  work  is  still  in  progress  in  the  measurement  and 
allocation  of  practice  costs.    Since  nonphysician  costs  are  responsible 
for  between  40  and  50  percent  of  overall  resource  costs,  this  work  will 
have  a  critical  impact  on  the  new  payment  schedule.    Thus,  we  have  an 
intense  interest  in  your  work  on  this  subject.    Nonphysician  costs  will 
affect  the  new  payment  schedule  in  three  dimensions:    (1)  relative 
resource  costs  across  procedures;  (2)  payment  differentials  across_ 
geographic  areas;  and  (3)  updates  in  the  payment  level  over  time. 
Detailed  and  reliable  information,  directly  reflecting  medical  practice, 
must  be  collected  and  used  in  all  three  dimensions. 

Although  we  applaud  the  attention  that  the  Commission  is  giving  to 
analyses  of  practice  cost  issues,  it  remains  unclear  that  the  funding  and 
efforts  devoted  to  appropriate  data  collection  by  the  PPRC  and  HCFA  will 
be  sufficient  to  produce  and  maintain  a  credible  payment  schedule.  At 
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stake  is  the  viability  of  the  new  paynent  system  and  physician  and  patient 
confidence  that  the  new  payment  schedule  truly  reflects  actual  resource 
costs. 

Refining  the  Method  for  Estimating  Practice  Costs 
The  conceptual  modification  that  was  made  early  last  year  in  the 
method  of  allocating  practice  overhead  across  procedures,  moving  away  from 
simply  allocating  these  costs  proportionately  with  total  work,  resulted  in 
a  major  improvement  to  the  relative  value  s.ir''  rver,  a  major 

component  of  work  that  remains  to  be  reported  relates  to  distinguishing 
direct  nonphysician  costs  associated  with  specific  procedures  from  true 
overhead.    At  present,  it  is  our  understanding  that  the  Commission  is 
relying  extensively  on  data  from  a  few  large  multispecialty  practices  for 
this  purpose.    Since  practice  circumstances  vary  so  widely  among 
physicians,  we  are  uncertain  that  such  data  will  be  unbiased.    For  this 
reason,  we  encourage  you  to  either  develop  methods  for  validating  the 
representativeness  of  the  data  being  used  or  engage  in  much  more  extensive 
data  collection. 

Options  for  Including  Professional  Liabilitv  Costs 
Integration  of  professional  liability  insurance  (PLI)  costs  into  the 
payment  schedule  is  of  special  concern  because  of  the  variability  and 
volatility  of  PLI  premiums.    This  characteristic  requires  that  the 
component  of  payment  covering  PLI  costs  accurately  reflects  differences  in 
average  premiums  by  risk  classes  and  rating  territories.    Although  not 
requiring  differentiation  of  payments  at  the  individual  physician  level, 
it  does  require  that  the  portion  of  overall  payments  reflecting  PLI  costs 
reflect  variations  by  risk  class  and  rating  territory  in  sufficient  detail 
and  that  this  component  be  updated  more  frequently  than  other  components. 
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It  is  our  view  that  PLI  costs  should  be  directly  included  in  the  payment 
schedule  as  opposed  to  beine  treated  with  separate  periodic  lump  sum 
p^ym^ntg. 

Geographic  Payment  Policies 

We  continue  to  support  geographic  payment  variations  based  on  an 
accurate  geographic  practice  cost  index  (GPCI)  to  reflect  differences  in 
physician  practice  costs.    In  this  regard,  there  are  two  key  points  we 
wish  to  reiterate  from  testimony  presented  to  the  Commission  last  year. 
First,  geographic  multipliers  should  reflect  valid  and  demonstrable 
differences  in  medical  practice  costs.    Continued  reliance  on  proxies  of 
sometimes  questionable  validity  and  timeliness  will  produce  lingering 
doubts  about  the  credibility  of  geographic  differentials  in  payment 
levels.    A  commitment  of  resources  to  the  necessary  data  collection  will 
do  much  to  overcome  these  doubts. 

Secondly,  in  considering  alternative  methods  of  defining  the  locality 
boundaries  for  Medicare  payment  areas,  evidence  of  geographic  differences 
in  resource  costs  should  be  balanced  against  patient  access  and  the  need 
to  minimize  administrative  complexity.    In  some  states,  both  resource  cost 
data  and  patient  access  may  indicate  that  there  should  be  more  than  one 
payment  area  in  the  state,  whereas  in  other  geographic  areas,  the  data 
might  indicate  that  a  single  state,  or  even  multiple  states,  could  be 
combined  into  one  locality. 

Finally,  we  support  your  efforts  to  better  understand  the  extent  to 
which  current  GPCI  methods  and  data  accurately  reflect  the  practice  costs 
associated  with  rural  practices.    We  have  already  provided  PPRC  staff  with 
AMA  data  that  bear  on  this  issue,  and  stand  ready  to  provide  whatever 
additional  help  that  we  can  to  help  insure  access  to  rural  medical  care. 
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Beneficiary  Financial  Protection 

We  are  pleased  that  the  Commission  chose  not  to  recommend  mandatory 
assignment  in  its  1989  report,  and  that  assignment  will  not  be  mandated 
under  the  new  Medicare  payment  schedule  adopted  by  Congress.  The 
legislation  does,  however,  impose  limits  on  physicians'  actual  charges 
that  are  far  more  stringent  than  is  warranted  by  your  own  data  and 
analyses  on  access  and  assignment  and  we  continue  to  oppose  these  limits. 
In  addition,  physicians  will  be  required  to  accept  assignment  fo:  s,r. vices 
provided  to  Medicare  QMB  patients  (i.e.,  those  whose  coinsurance  and 
deductibles  are  paid  by  Medicaid). 

The  impact  analyses  presented  in  your  1989  report  found  that  charge 
limits  of  115%  above  the  Medicare  payment  schedule  would  reduce  balance 
billing  below  current  levels  bv  73%.  and  that  the  percentage  of  Medicare 
patients  receiving  more  than  $500  in  balance  bills  in  a  year  would  be 
reduced  virtually  to  zero.    With  the  payment  schedule  for 
non-participating  physicians  established  at  95%  of  the  payment  schedule, 
the  effective  charge  limit  on  unassigned  claims  under  the  new  payment 
system  will  be  less  than  110%  of  the  payment  schedule.    Hence,  balance 
billing  wilXbe  reduced  more  than  73%  below  current  levels. 

In  view  of  the  severe  new  restrictions  on  balance T)il ling  in  the 
payment  reform  legislation,  we  believe  that  any  recommendations  for 
additional  constraints  would  be  unjustified  and  ill-advised.    There  is  no 
evidence  to  suggest  that  special  restrictions  on  balance  billing  are 
warranted  in  those  situations  in  which  patients'  choice  of  physicians  may 
be  limited  and  identifying  such  situations  in  an  administratively 
practical  and  equitable  fashion  would  be  virtually  impossible.    On  the 
contrary,  the  major  effect  of  imposing  special  restrictions  might  be  to 
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further  limit  choice  rather  than  to  provide  neaningful  additional 
"beneficiary  protection." 

Certainly,  there  is  no  meaningful  basis  for  consigning  all  of  the 
services  of  radiologists,  anesthesiologists,  pathologists,  and  emergency 
physicians  to  this  category  or  singling  them  out  for  special  restrictions. 
Balance  bills  for  their  services  will  already  be  greatly  cut  by  new  charge 
limits  applied  to  (frequently  reduced)  payment  levels.    Also,  since  the 
Medicare  payment  schedule  will  not  include  specialty  payment  differen- 
tials, it  would  be  inequitable  to  permit  physicians  in  one  specialty  to 
balance  bill  to  the  charge  limit  for  a  service  while  precluding  physicians 
in  another  specialty  from  doing  so  for  the  same  service.  Mandating 
assignment  in  certain  settings  and  circumstances  could  also  create 
undesirable  incentives  by,  for  example,  encouraging  patients'  use  of 
emergency  departments  for  non-emergencies  and  encouraging  use  of  inpatient 
radiology  services  rather  than  outpatient  services.    Finally,  we  urge 
close  attention  to  the  impact  of  balance  billing  limits  on  access  to 
physician  services. 

Pavment  to  Limited  License  Practitioners 

Incorporation  of  limited  license  practitioners  into  the  new  Medicare 
payment  system  is  a  complex  issue.    With  the  move  from  CPR  to  an  RBRVS- 
based  payment  schedule,  the  applicable  principles  become  murky.    It  is 
clear  to  us,  however,  that  there  is  no  ready  means  to  apply  an  RBRVS-based 
payment  schedule  beyond  MDs,  DOs,  and  oral  and  maxillofacial  surgeons. 
The  RBRVS  methodology  has  been  developed  for  these  professions  only.  It 
relies  on  cross-specialty  links  whose  major  methodological  requirement  is 
that  they  are  agreed  to  by  physicians  who  share  sufficiently  deep 
similarities  in  background  so  that  they  can  agree  upon  links  that  require 
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the  same  physician  work.    In  addition,  the  PPRC's  recommendation  to  omit 
specialty  training  from  the  RBRVS,  adopted  by  the  Congress,  would  require 
reconsideration  if  the  RBRVS  is  applied  to  disciplines  with  training  very 
different  from  that  of  MDs  and  DOs.    Thus,  application  of  the  new  payment 
system  to  limited  license  practitioners  should  be  approached  carefully. 
The  PPRC  should  avoid  futile  attempts  to  incorporate  such  providers 
directly  into  the  RBRVS  and  instead  should  emphasize  payment  levels  that 
are  appropriate  given  MD/DO  payment  levels  and  the  actual  training, 
service  content,  practice  costs,  and  markets  of  these  providers. 

COffTROLLING  EXPENDITURES  AND  IMPROVING  CLINICAL  CARE 
Medigarp  Volume  Performance  Standards  (MVPS) 

In  contrast  to  our  areas  of  convergence,  we  are  in  profound 
disagreement  with  your  1989  recommendation  for  expenditure  targets  (ETs) 
to  tie  Medicare  physician  payment  updates  to  expenditure  growth.  Your 
stated  premise  was  that  ETs,  although  reflecting  broad  budgetary  concerns, 
could  be  met  by  reducing  services  "of  little  or  no  benefit,"  without 
threat  to  access  or  quality.    Recognizing  that  ETs,  by  design,  provided  no 
incentives  for  individual  physicians  to  change  their  behavior,  you 
asserted  that  ET-related  "collective  incentives"  would  lead  physician 
organizations  to  engage  in  activities  to  alter  physician  practice.  We 
know  of  no  evidence  to  support  this  vague  theory.    We  continue  to  reject 
the  notion  that  physicians  require  "collective  incentives"  to  improve 
medical  practice  and  furthermore  are  unconvinced  that  an  ET-type 
"collective  incentive"  would  necessarily  and  directly  b^  transferred  to 
individual  physician  behavior,  especially  within  the  current  anti-trust 
climate  regarding  the  U.S.  health  care  industry.    Thus,  we  were  extremely 
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gratified  that  Congress  chose  to  enact  Medicare  Volume  Performance 
Standards  (MVPS)  rather  than  ETs.    In  choosing  this  name,  and  its 
accompanying  policy  design,  Congress  clearly  and  unambiguously  rejected 
the  ET  approach,  most  notably  the  full  automatic  link  between  expenditures 
and  payment  updates. 

This  legislation  clearly  demonstrates  Congressional  intent  to  act 
every  year  to  establish  the  MVPS  and  the  payment  update.    It  also  requires 
that  HHS  and  the  PPRC  recommend  annual  MVPS  and  payment  updates.  Of 
greater  importance,  these  recommendations  must  be  accompanied  by  detailed 
analyses  of  expenditures,  utilization,  and  access;  factors  that  have  yet 
to  be  completely  understood.    In  addition.  Congress  will  also  certainly 
avail  itself  of  the  views  of  the  AMA  and  other  groups  representing 
physicians  and  their  Medicare  patients.    Thus,  Congress  will  have  ample 
time  and  means  to  reach  carefully  considered  decisions.    Further,  the 
legislation  suggests  that  both  HHS  and  the  Congress  will  begin  their 
deliberations  at  the  full  Medicare  Economic  Index  (MEI)  in  order  to  retain 
the  resource  base  of  the  payment  schedule. 

This  clear  Congressional  intent  should  guide  the  PPRC's  own  work  on 
MVPS,  which  should  reflect  the  circumscribed  role  volume  standards  are 
intended  to  play  in  setting  conversion  factor  updates.    In  particular, 
efforts  to  develop  sub-national  standards  and  updates  must  be  viewed  with 
considerable  skepticism. 

Congress  can  and  will  use  MVPS-related  data  to  make  informed  payment 
updates.    Certainly  these  decisions  will  continue  to  reflect  budget 
pressures.    But  we  believe  that  the  principal  means  by  which  Medicare 
should  target  suboptimal  utilization  are  efforts  within  the  scope  of  the 
newly  established  Aeencv  for  Health  Care  Policv  and  Research  and  through 
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enhanced  medical  review.    The  medical  profession  has  not  needed  ETs  or 
MVPS  to  act  effectively  in  this  area.    Likewise,  the  federal  government 
has  increasingly  demonstrated  its  own  ability  to  act  to  reduce  services  of 
little  or  no  benefit  without  aiming  new  "collective  incentives"  at 
physicians. 

The  PPRC  has  a  critical  role  in  the  annual  MVPS  and  the  conversion 
factor  update.    Many  who  supported  ETs,  including  some  within  medicine, 
argued  that  since  ETs  would  reflect  all  of  the  components  underlying 
legitimate  expenditure  growth  (i.e.,  inflation,  growth  in  enrollees, 
technology,  access,  etc.),  they  would  furnish  a  proper  basis  for  payment 
updates.    Indeed,  the  MVPS  provisions  detail  such  elements  for  consider- 
ation by  the  Secretary.    No  doubt  analysts  will  generate  numbers  for  each 
of  these  factors.    We  believe,  however,  that  it  will  be  quite  difficult  to 
develop  acceptably  precise  estimates  for  each  major  component  in  a  manner 
allowing  their  sensible  combination  in  the  formula  underlying  the  MVPS. 
This  may  be  particularly  true  for  elements  such  as  technology  chanee  and 
unnecessary  utilization  where  attempts  to  provide  quantification  have  been 
quite  controversial  and  unconvincing. 

Clearly,  Congress  has  identified  an  alternate  path,  the  "default" 
mechanism  used  if  it  does  not  establish  the  MVPS.    This  default  merely 
sums  price  and  enrol  lee  growth  and  the  five  year  annual  average  of 
volume/ intensity  and  reduces  them  by  a  fixed  percentage,  ultimately  2%. 
The  promise  of  the  finely  honed  MVPS  may  simply  recede  over  time  to  this 
more  prosaic  default  approach.    But  we  should  not  pretend  that  it  is 
anything  more  and  we  urge  the  Commission  to  address  these  issues  fully  in 
its  1990  Report  to  the  Congress. 
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We  also  urge  you  to  be  especially  wary  about  fettering  physicians  and 
their  patients  to  attainment  of  any  particular  budget -driven  MVPS.  There 
is  simply  no  reason  to  think,  for  example,  that  the  volume/intensity 
growth  in  any  year  should  be  the  "five  year  annual  average  of  volume/ 
intensity  growth  minus  2%.*'   This  may  be  a  reasonable  policy  goal  on 
average.    It  may  even  be  attainable  over  time.    But  it  has  no  real 
relevance  to  the  true  appropriate  level  of  volume  in  any  given  year.  To 
v-v-i;end  otherwise,  and  to  create  elaborate  structures  to  link  physicians 
to  such  standards,  will  only  breed  cynicism  among  physicians  and  endanger 
Medicare  patients. 

There  is  a  better  way.    Later  this  morning,  I  will  meet  with  you 
again  to  discuss  our  views  on  the  improvement  of  clinical  practice.  Also, 
as  you  know,  we  are  preparing  a  separate  document  for  your  use  on  the 
legal  issues  associated  with  practice  parameters. 

Sub-National  Volume  Performance  Standards 
Special tv  and  Tvoe-of-Service  MVPS 

Although  some  physician  organizations  have  supported  specialty  ETs 
and  volume  standards,  we  believe  that  all  physicians  stand  to  lose  from 
such  approaches.    In  particular,  specialty  and  type-of-service  standards 
and  updates  undermine  the  fundamental  professional  commonalities  shared  by 
physicians.    They  encourage  clinical  and  socioeconomic  fragmentation. 
They  offer  the  illusion  that  only  smaller  more  specialized  groups  can 
achieve  the  best  outcomes  for  their  patients  and  members.    They  undermine 
fundamental  premises  of  effectiveness  research  and  practice  parameters  by 
focusing  on  intra-specialty  treatment  decisions.    They  place  physicians  in 
a  narrow  target  at  greater  risk  that  their  target  will  be  exceeded  as  a 
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result  of  unforeseen  treatment  advances  or  forecasting  error.  For 
example,  between  1982  and  1987,  surgery  accounted  for  42%  of  Medicare 
physician  expenditure  growth,  with  much  of  the  growth  concentrated  in  a 
few  specialties  and  procedures.    In  a  surgical  MVPS,  all  surgeons,  and 
only  surgeons,  would  have  borne  the  risk  associated  with  these  few 
services.      Finally,  such  standards  may  stifle  innovations  in  care  by 
discouraging  greater  than  anticipated  growth  in  particular  clinical 
mod?H  ■  Iding  harmless"  expenditures  on  services  and  specialties 

that  exhibit  little  volume/intensity  growth. 

Moreover,  specialty  and  type-of-service  standards  with  differential 
payment  updates  undermine  the  root  premise  underlying  payment  reform, 
basing  payments  on  relative  resource  costs.    Such  updates  raise  the 
specter  that  the  full  cross-specialty  RBRVS  can  never  be  updated  because 
relative  payments  will  increasingly  reflect  non-resource  factors  as  a 
matter  of  policy.    A  specialty-level  MVPS  could  retain  resource-based 
payments  within  a  specialty.    But  the  aim  of  the  RBRVS  was  never  simply  to 
create  within-special ty  RBRVSs.    That  goal  could  have  been  satisfied  at 
much  lower  cost  to  the  federal  government  and  the  medical  profession. 
Instead,  physicians  have  been  told  that  an  RBRVS  payment  schedule  was  so 
essential  that  payment  differentials  not  based  in  resource  costs  must  be 
eliminated,  even  at  the  risk  of  potentially  severe  financial  dislocations. 
It  is  inconceivable  that  this  principle  could  now  be  casually  discarded. 

Also,  specialty  MVPS,  even  without  differential  payment  updates,  pose 
many  of  the  same  obstacles  that  led  the  PPRC  and  many  within  the  medical 
profession  to  avoid  specialty  differentials.    For  example,  how  do  you 
identify  a  specialist  or  a  specialty  service?    Who  is  a  surgeon  and  what 
is  surgery?    These  questions  assume  crucial  importance  if  a  specialty  MVPS 
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is  intended  to  encourage  peers  to  work  together  on  utilization.  Moreover, 
how  can  you  reject  specialty  differentials  based  on  training  as  violating 
a  principle  of  equal  payment  for  same  service  while  allowing  differentials 
based  on  performance  against  a  "volume  standard"? 

How  would  a  specialty  or  type-of-service  MVPS  be  established  and 
updated?    We  outlined  above  our  concerns  that  many  MVPS  components  will  be 
very  difficult  to  estimate.    These  factors  will  be  even  more  elusive  for 
specialty  or  type  ;rj?<jr?rvice,  especially  in  the  stifling  context  of 
competition  for  shares  of  an  overall  MVPS.    Separate  MVPs  calculations 
would  require  profound  and  radical  social  judgements  on  the  proper 
configuration  of  medical  practice.    Simply  basing  volume  standards  on  past 
trends  is  still  disturbing,  consigning  low  growth  services  to  a  low  growth 
allowance.    Such  an  approach  is  especially  questionable  if  payment  reform 
is  intended  to  alter  incentives  to  provide  certain  services.    In  sum, 
specialty  and  type-of-service  volume  standards  will  prove  woefully 
inflexible  in  the  face  of  rapid  changes  across  such  artificial  boundaries 
in  patient  demand,  medical  practice,  and  technology. 

Congress  has,  of  course,  given  HHS  discretion  to  recommend  different 
updates  bv  cateeorv  or  erouo  of  services.    It  has  required  HHS  to 
calculate  a  surgical  MVPS,  and  allowed  the  Department  to  define  additional 
service  categories  by  regulation.    Inherent  in  this  authority  is  the 
ability  to  recommend  against  differential  updates.    We  hope  that  the 
PPRC's  experience  with  the  surgical  MVPS  will  provide  important  insights 
into  the  question  of  additional  MVPS  categories.    We  ask  that  you  be  very 
careful  in  evaluating  HHS  recommendations  for  differential  updates  based 
on  the  surgical  MVPS  or  any  other  factor. 
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Geographic  MVPS 

The  payment  reform  legislation  clearly  established  the  hard  won 
principle  that  geographic  payment  differentials  shall  be  based  on  resource 
cost  differences  and  access  considerations.    At  the  same  time,  the 
Secretary  must  report  to  Congress  by  July  1,  1990  on  the  feasibility  of 
geographic  MVPS.    We  understand  that  there  are  substantial  issues  of  data 
adequacy  and  geographic  variability  in  utilization  and  its  year-to-year 
growth.    In  addition,  of  c        , 'are  broader  questions,  like  proper 
state-level  rates  of  technology  change.    Our  understanding  is  that  the 
PraC  would  deal  with  such  issues  through  a  variety  of  complex  adjustments. 
For  example,  your  1989  Report  suggested  the  option  of  differential  updates 
only  for  areas  of  highest  or  lowest  utilization.    Such  attempts  to 
moderate  the  effects  of  a  geographic  MVPS  only  serve  to  suggest  that 
perhaps  this  is  not  the  best  route. 

The  state  is  still  a  large  unit  in  which  to  influence  physician 
behavior  through  MVPS.    Incentives  clearly  will  be  diluted  almost  as  much 
as  at  the  national  level.    Indeed,  a  state  MVPS  will  require  adjustments 
that  further  diminish  these  incentives.    At  the  same  time,  these 
adjustments  will  needlessly  explode  the  complexity  and  administrative 
requirements  of  the  new  "simplified"  payment  system.    What  will  state  MVPS 
really  produce?    And  at  what  cost?    Certainly  we  need  experience  with  the 
national  MVPS  before  taking  such  an  untried  step. 

qrQup  "Carve-Out s" 

The  Secretary  of  HHS  also  has  a  Congressional  mandate  to  study  MVPS 
"carve-out s"  for  groups  of  phvsicians.  and  is  to  report  by  April  15,  1991. 
The  PPRC  must  review  and  comment  by  May  15,  1991.    Clearly  many  technical 
issues  exist,  and  we  eagerly  await  these  reports.    But  analyses  to  date 
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leave  us  very  concerned.    We  especially  challenge  the  logic  of  the 
underlying  notion  that  "efficient  physicians"  should  be  removed  from  the 
general  MVPS.    Even  if  a  separate  MVPS  would  only  reward  truly  efficient 
practices,  and  not  those  with  less  ill  patients,  a  carve-out  will  make 
those  physicians  least  able  to  increase  clinical  "efficiency"  most  subject 
to  the  overall  MVPS,  which  will  be  increasingly  difficult  to  meet.  It 
would  discriminate  against  physicians  for  whom  joining  a  group  is  neither 
feasible  or  appropriate.    Finally,  i;         .  subject  those  Medicare 
patients  that  have  chosen  not  to  join  an  HMO  or  PPO  to  financial 
incentives  that  they  have  chosen  to  avoid. 

PHYSICIAN  PAYMENT  IN  THE  MEDICAID  PROGRAM 
The  AMA  continues  to  vigorously  support  expansions  in  the  Medicaid 
program  as  one  component  of  a  comprehensive  national  strategy  to  provide 
adequate  health  insurance  for  all  Americans.    The  Medicaid  program  is 
falling  far  short  of  its  goal  of  providing  a  medical  care  safety  net  for 
those  in  need.    An  estimated  60  percent  of  individuals  who  live  in 
families  with  incomes  below  the  federal  poverty  level  —  about  20  million 
people  —  are  not  covered  by  Medicaid. 

We  share  your  concern  that  inadequate  payment  levels  may  discourage 
physicians  and  other  health  care  providers  from  participating  in  the 
Medicaid  program.    Hence,  as  part  of  our  broad  Medicaid  reform  proposal, 
and  in  the  context  of  adequate  funding,  we  support  setting  Medicaid 
physician  payment  rates  at  Medicare  levels  to  improve  Medicaid  benefi- 
ciaries' access  to  needed  care.    Of  course,  we  urge  the  Commission  to 
proceed  cautiously  in  making  physician  payment  recommendations  that,  in 
the  absence  of  such  comprehensive  Medicaid  revisions,  could  have  adverse 
consequences  for  eligibility,  access,  and  benefits. 
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Our  support  for  an  RBRVS  has  focused  on  Medicare.    Beyond  support  for 
setting  Medicaid  payments  at  Medicare  levels,  we  have  not  formally 
considered  whether  or  not  an  RBRVS  per  se  would  be  appropriate  for 
Medicaid.    In  evaluating  this  issue,  it  is  essential  to  consider  how 
patient  access  might  be  adversely  affected  if  an  RBRVS  were  put  in  place 
with  "Medicaid  budget  neutral"  conversion  factors.    Medicaid  payments  are 
gener^ally  so  far  below  private  sector  and  current  Medicare  levels  that 
RBRVS-based  payments  derived  from  current  Medi::  .  J  Tu/iding  levels  could 
threaten  Medicaid  patients'  access  to  procedural ly-oriented  services. 

CONCLUSION 

The  AMA  appreciates  this  opportunity  to  express  its  views  to  the 
Commission.    You  have  clearly  assumed  a  burdensome  responsibility  and  the 
AMA  will  be  pleased  to  provide  all  of  the  assistance  that  it  can  to  help 
assure  that  implementation  of  physician  payment  reform  is  equitable  and 
rational.    I  will  be  pleased  to  respond  to  any  questions. 

[Whereupon,  at  3:10  p.m.,  the  hearing  was  adjourned.] 
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